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Foresight . . . 


In the minds of most people is the hope that at some 
time they will attain a measure of financial independence. 
Too often this attainment is left to accident or luck. 
Neither is satisfactory . . . neither is sound. 


Experience shows that the only sure way of reaching 
this position is by a sound plan of investment... a plan 
designed for the investor’s own requirements, plus the 
courage and foresight to carry it out. 


Those who have shared in Canada’s almost spectacular 
growth in recent years have been well rewarded. There is 
ample evidence that this growth will continue as Canada 
maintains its place as an important supplier of many of 
the world’s needs. Foresight today, through carefully 
planned investment, can help you share in this growth 
and help you reach the measure of financial independence 


you want. 


There is no universal investment programme. Whether 
for a large amount or for a moderate amount, an invest- 
ment programme should be carefully planned to meet 
your personal requirements. This is where we can 
assist you. 

We shall be happy to help you plan a programme... 
without obligation to you of course. Just come in to any 
of our offices . . . or drop us a line. 


A. E. Ames & Co. 


Limited 
Business Established 1889 
TORONTO MONTREAL NEW YORK LONDON, ENG. VANCOUVER 


VICTORIA WINNIPEG CALGARY LONDON HAMILTON OTIAWA 
KITCHENER ST. CATHARINES OWEN SOUND QUEBEC BOSTON, MASS. 
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MONROE 


THIS 
TWO HANDS + MACHINE = A COMPLETE DEPARTMENT 


What are your biggest bookkeeping jobs? Accounts Receivable 
Payroll, Accounts Payable? 


Then consider this fact. One of your workers using this Monroe 
President Accounting Machine can handle all three and will most 
likely have time left over for other work. In these most important 
phases of your business accounting, you'll save time, save money, 
eliminate errors. What’s more, you'll enjoy the prestige of precise, 


printed forms, a sure sign that your business has come of age Pre eel Te Batt 


ADDING - ACCOUNTING 
Act now, because now any business can afford mechanized accounting sie 
> DATA PROCESSING MACHINES 

... The new President actually costs hundreds of dollars less than 
other machines in its class. Ask your Man from Monroe for an 


r 
action demonstration in your office. Models start from $990 is A DIVISION OF LITTON INDUSTRIES 


Monroe Calculating Machine Company of Canada, Ltd., Toronto * Offices throughout Canada 





| CHARTERED ACCOUNTANT 
TEAMWORK LIFE UNDERWRITER 
LEGAL COUNSEL 


CORPORATE EXECUTOR 


IN Sooner or later all members of this 
team will be called on for advice 
and counsel. 

Particular skill is required where a 
family business or a private company 
is concerned. 

National Trust Co. is always ready 
to co-operate by drawing on a vast 
experience in practical estate adminis- 
tration. 


Our trust officers will be glad to 
contribute at any time to discussions 
on this important subject. 


AHEGLIT IE 


20 KING STREET EAST, TORONTO, ONTARIO 


oe | 
Toronto Montreal Hamilton Winnipeg 
Edmonton Calgary Vancouver Victoria 









TIME TO 
TRADE? 


borrow at low cost 
through a 


Secor id Aa 
LOAN 


The BANK of NOVA SCOTIA 
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R. F. HOGAN (page 305) 

The article “A Program for Product 
Profitability” is a forward-looking 
analysis on what can be achieved by 
executive management in those indus- 
tries subject to intense competition 
and who need to appraise the profit- 
ability of each completed product 
they sell. The author’s proposal for 
a program which will track down 
those areas of operation that are not 
competitive and where cost perform- 
ance is weak should be of particular 
interest at the present time when cost 
consciousness is of such vital concern 
if our economy is to continue expand- 
ing. 

Ronald F. Hogan, who is controller 
of Ford of Canada Limited, began his 
career with the company in 1934 after 
graduating in business administration 
at the University of Western Ontario. 
In the intervening 25 years he has 
served Ford in many accounting posi- 
tions. In 1947 he was named assist- 
ant controller in charge of all manu- 
facturing accounting. Then in 1955 
he was appointed divisional controller 
for the Windsor Manufacturing Di- 
vision. His recent appointment as 
controller of the entire company be- 
came effective in 1958. 


L. E. BARLOW (page 312) 

The calculation of earnings per 
share is one of a number of useful 
financial statistics of help to securi- 
ties dealers and investors in measur- 
ing a company’s performance. In 
“Earnings Ratios in Valuing Com- 
panies”, Leonard E. Barlow discusses 
a subject of considerable importance 
to those who are concerned with 


either purchasing control or outright 
ownership of a business. Measuring a 
company’s profitability is accomplish- 
ed by the use of two financial ratios, 
the price-earnings ratio and the ratio 
of net profits to net worth. Mr. 
Barlow presents a very comprehensive 
appraisal of both methods as they 
apply to public and privately-owned 
companies. There are, of course, other 
outside considerations such as tax 
liability which may weigh more im- 
portantly, he points out; but, subject 
to such limitations, the ratios are high- 
ly useful tools in considering the 
valuation of a business. 


The author is a director of Mc- 
Leod, Young, Weir & Co. Ltd., with 
whom he has been associated since 
1937. Among his varied responsi- 
bilities is that of preparing new se- 
curity issues for market. He is a mem- 
ber of the Security Analysts’ Associa- 
tion of Toronto and the Toronto 
Board of Trade. 


F. S. CAPON, C.A. (page 321) 

One of the principal functions of 
management is to plan ahead. The un- 
certainty of the future gives no licence 
to management to forget about to- 
morrow. It was on this theme that 
Frank S. Capon spoke in June to 
those attending the Perspective for 
Management Seminar held at Queen’s 
University. We are grateful to 
Queen’s University and the author for 
giving us permission to reprint the 
major part of his paper “Management 
Planning” in which Mr. Capon deals 
with the reasons and scope for plan- 
ning and the steps to be taken before 
the final presentation is ready for the 
company directors. 


Well-known to many Canadian 
Chartered Accountant readers, Mr. 
Capon is treasurer of DuPont of Can- 
ada Limited and has been active in 


Continued on page 290 
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ill it pay to mechanize 
your accounting ? This 
simple fill-in folder lets 
 youknow szsesesec 


























and-ink accounting methods or whether (2) you’d 
actually save money by mechanizing with a low- 
h : cost machine from Burroughs P-600 line. 


e ' Is the analysis easy? Yes, it’s a simple, step-by- 
F step, fill-in approach that anyone can complete 
in minutes. 

= @ Why guess when you can know? Clip the coupon 

- &, y pz below and get your copy of the free ‘‘Do-It-Your- 

) self Cost Comparison Calculator.'’’ Make your own 

easy cost analysis of your present accounting 

methods. Then use the facts to decide whether 

Ed a alata actecaratiaaladaal you want the benefits of mechanized accounting: 
trouble-free trial balances; accuracy; current, 
legible records; elimination of peak load; money 


received sooner through prompt statement 
, ae preparation and mailing; better customer rela- 
? : a cosa tions through neat statements. Burroughs Adding 
: Machine of Canada, Limited. Factory at Windsor, 

see cae tn evra ena Ontario. 
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Burroughs Adding Machine cca-47 
of Canada, Limited 
Windsor, Ontario 
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Continuous profit planning and 
profit control through . 


BUDGETING 


Principles and Practice 


HERMAN C. HEISER, C.P.A., Partner 
of Lybrand, Ross Bros. & Montgomery 


This authoritative new book presents budget- 
ing as a prime management tool for plan- 
ning, coordination, and control. Explains 
measurement of deviations from expected 
performance standards — how to quickly 
analyze changes in net income and rate 
of return, how to control variable costs, 
etc. Includes examples of practices of well- 
run companies and a complete budget in 
final form. 95 i#lls.; 415 pp. $10. 


Also by Partners cf LYBRAND 
ROSS BROS. & MONTGOMERY 


MONTGOMERY’S AUDITING, 8th ». 
Lenhart and Defliese .....csscssssessssersseressees $10 

MONTGOMERY’S FEDERAL tiie. 
87th Ed., edited by Bardes, Mahon, Mc- 
Cullough, and Richardson .........-0s00 25.00 
SEC ACCOUNTING PRACTICE AND 
PROCEDURE, Rev. Print., nes 


RETAIL MERCHANDISE ACCOUNT. 


ING, 2nd Ed., Bell 


ACCOUNTING PRACTICES 
in the 
PETROLEUM INDUSTRY 


ROBERT H. IRVING, Jr., CPA, and 
VERDEN R. DRAPER, CPA — Part- 
ners of Price Waterhouse & Co. 


This practical guide explains and illustrates 
the accounting methods used in every phase 
of the oil industry today. Especially valu- 
able in view of the growing role of 
petroleum in the economy, the book details 
all basic industry operations—gives reasons 
for each accounting practice described. Em- 
phasis is placed on accounting for the 
crude oil production phase because of the 
large number of unique transactions in- 
volved. Full glossary of terms and pro- 
cedures. 247 pp. $6. 


-—-—USE THIS COUPON TO ORDER—-—~; 
Please send books checked below: 
(0 BUDGETING, Heiser .................... $10.00 


| 
(]) YARDSTICKS FOR INDUSTRIAL 4 | 
SEARCH, Quinn ........................ -50 | 
| 

| 

| 
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LD PRESS COMPANY 


15 East 26th St., New York 10 





Continued from page 288 

Canadian Institute affairs for many 
years. He is a member of the In- 
stitute of Chartered Accountants of 
Quebec and a past director of the 
Controllers Institute of America. 


G. G. FISCH (page 327) 


Although there has been an ever- 
growing appreciation of management 
accounting in recent years, there are 
still many industrial concerns who 
find that the nature and scope of his- 
torical costs are by no means as easy 
to understand as they might be. The 
treatment of “overhead” is one ex- 
ample that falls into this category. 
Some fear overhead costs, and those 
responsible for their apportionment 
try hard to keep them to a minimum. 
Others find them a nuisance and dis- 
tribute them in ingenious ways over 
the various measured activities of the 
business. In dealing with the prob- 
lem, Gerald G. Fisch considers that 
“a segmented approach to overhead 
control seems to be no longer pos- 
sible”. In his article “A Dynamic 
Approach to Overhead Control”, the 
author examines the basic elements of 
the control function and some of the 
principles of overhead control in their 
relationship to the overall profit and 
growth of the corporation. 


Mr. Fisch, who has spent the last 12 
years in management consultant 
work, is executive vice-president of 
Payne Ross Limited and vice-presi- 
dent of Bruce Payne & Associates Inc., 
management consultants with offices 
in the United States, South America 
and Europe. He is a graduate of Mc- 
Gill University and the Massachusetts 
Institute of Technology and a mem- 
ber of the Engineering Institute, the 
Society for the Advancement of Man- 
agement and the American Manage- 
ment Association. 


Continued on page 292 
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FACE AMOUNT CERTIFICATES 


For savings, educational, business reserve and annuity purposes, Investors 
Syndicate certificates provide a systematic method of accumulating guaranteed 
amounts of money over a period of years. At the end of 1958 more than 110,000 
Canadians were planning to save $500,000,000 through Investors certificates. 


A BALANCED MUTUAL FUND 


Investors Mutual of Canada Ltd. emphasizes reasonable income, stability and 
capital gain potential through a portfolio of more than 100 securities including 
common stocks, preferred stocks and bonds. Investors Mutual is Canada’s 
largest mutual fund with assets of $201,061,933 at July 31, 1959. 


A MUTUAL FUND FOR GROWTH 


Investors Growth Fund of Canada Ltd. emphasizes long-term capital gain 
through a portfolio concentrated in common stocks. Formed in November, 
1957, Investors Growth Fund had assets at July 31, 1959 of $35,443,803. 


TAX-DEDUCTIBLE REGISTERED RETIREMENT PLANS 


Three types of “Registered” plans are offered by Investors: (1) fixed-interest; 
(2) equity; (3) combined fixed-interest and equity. Either the fixed or the 
equity portion of combined plans, or both portions, may be qualified as a 
Registered Retirement plan for tax deduction purposes. 


GROUP PENSION PLANS 


With Investors Trust Company, Investors Syndicate has complete facilities 
for the installation, administration and investment management of trusteed 
group pension plans. Contributions may be invested in fixed-return funds, 
equity funds, or combinations of these. 


These services provide convenient, integrated, financial programs flexible 
enough to suit the needs of every Canadian. 


For complete details contact your Investors representative—"YOUR BEST FRIEND 
FINANCIALLY.” 






investors 
Syndicate 


OF CANADA, LIMITED 


manages assets of $375,000,000 
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working cash 
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Continued from page 290 


G. M. MURRAY, C.A. (page 333) 


The time has passed when only 
those who live and work on Canada’s 
east or west coasts are interested in 
shipping, for, with the opening of the 
St. Lawrence Seaway, ocean ships up 
to 8,000 ton capacity and more will 
penetrate to the harbours of the 
Upper Lakes, far into the interior of 
the continent. In “Problems of Op- 
erating Ocean Freighters”, G. Mal- 
colm Murray presents an interesting 
picture of the various types of 
charters required for carrying ocean- 
going cargoes and describes some of 
the accounting and tax problems that 
can be encountered. Mr. Murray’s in- 
terest in the subject is of long stand- 
ing. “I have been working on the 
audits of shipping companies for the 
past 12 years. This type of work has 
interested me very much and I have 
tried to find out as much as possible 
about ocean freighters”, he told the 
Editor. 

Mr. Murray is a partner in the Dart- 
mouth, Nova Scotia, office of Night- 
ingale, Hayman & Company. He ob- 
tained his certificate in chartered ac- 
countancy in 1950 and is a member of 
Council of the Institute of Chartered 
Accountants of Nova Scotia. 


W. F. MacLENNAN, C.A. (page 339) 
One of the most spectacular busi- 
ness developments in recent years has 
been the trend towards investment in 
mutual funds. Since the first mutual 
fund was formed in Canada in 1982, 
over 30 others have made their ap- 
pearance with combined assets esti- 
mated at more than $600 million. 
In “Operation of Mutual Funds” 
William F. MacLennan outlines the 
various kinds of mutual funds in 
existence in Canada today and em- 
phasizes how important it is for the 
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Now you can copy orders, reports, 
letters, statements, for a fraction 
of a cent a piece — file them in a 
fraction of the space — refer to 
them in a fraction of the time. 
New Recordak Reliant Micro- 
filmer makes office operations 
easier, faster than ever before! 


Speed and Versatility! The 
Reliant photographs up to 400 
items a minute and the high- 
speed precision feeder makes it 
all but impossible to 
“double feed” documents 
or miss pictures. 


Saves Time Viewing Rec- 
ords! Unique Kodamatic 
Indexing lets you code 
your records automati- 
cally right on film. Take 
all the hunt and peck out 
of record reference. 


Save Filing Costs! Recordak Microfilm 
copies can be filed at fingertips in a 
fraction of your present “‘paper record” 
space. Indexing enables you to central- 
ize microfilm copies by subject. 


Greatest Operator Convenience! 
Reliant’s controls are at finger-tips — 
no bending, stooping or reaching! 


=RECORDPK 


originator of modern microfilming — 
now in its 32nd year 
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The marvel of 
Recordak Microfilming! 


The best way to keep cumulative records 


TRY BEFORE YOU BUY! 


Have a Recordak Reliant Microfilmer 
installed in your business on a 30-day 
free trial basis. No obligation to buy or 
rent. Mail coupon below. 

**Recordak’’ ts a trademark 





e ¢ e eMAIL COUPON TODAY « « « « 
RECORDAK DIVISION R-47 
CANADIAN KODAK SALES LIMITED 
105 Carlton Street, Toronto 2, Ontario 
Gentlemen: Please send me folder describing 
Recordak Reliant with Kodamatic Indexing. 
Name 

Company. 

Position. 
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FRIGHT ACROSS CANADA* 


~ Diehl 


SUPERMATIC CALCULATORS 





@ MEMORY REGISTERS—hold grand 
totals while machine works sec- 
ondary calculations. 


@ DIRECT TRANSFERS — between 
registers and keyboard eliminate 
transcribing errors. 


@ SHORT CUT MULTIPLICATION— 
with single button squaring. 


@ 14 MODELS—all with interchange- 


able features. 


Send for details now 


~ LdliehlL. 
Calculating Machines of Canada Ltd. 
TORONTO: 108 Wellington St. W. 


Tel. EMpire 6-651 1 


MONTREAL: 4444 St. Catherine St. W. 
Tel. WEllington 7-9358 


* and at 
Halifax, Quebec City, Ottawa, Fort William, 
Winnipeg, Regina, Saskatoon, Edmonton, Calgary, 


Vancouver. 
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Continued from page 292 

auditor to be thoroughly familiar with 
the by-laws or letters patent pertain- 
ing to each mutual fund when carry- 
ing out the audit engagements. 


Mr. MacLennan is a partner in the 
Toronto office of Glendinning, Camp- 
bell, Jarrett & Dever and has been a 
member of the Institute of Chartered 
Accountants of Ontario since 1936. 


EDITORIAL (page 303) 

Next month The Financial Post re- 
leases the names of those companies 
who have won this year’s awards for 
their annual reports. This will be the 
ninth annual judging sponsored by 
The Financial Post with the assistance 
of the Canadian Institute of Charter- 
ed Accountants and two other nation- 
al associations, in order to promote 
the better presentation of corporate 
statements. As W. Jack McDougall 
points out in this month’s editorial 
“Improvement in Published Corporate 
Reports”, there has been substantial 
progress in recent years in the finan- 
cial reporting of Canadian companies. 
At the same time, he has taken a look 
at some of the current shortcomings 
in this field and concludes his editori- 
al with suggestions for further im- 
provements which business executives 
may wish to consider. 


Mr. McDougall is professor of ac- 
counting at Carleton University, Ot- 
tawa, and for the past year has been 
visiting professor at the School of 
Business Administration, University of 
Western Ontario. He has served on 
the Canadian Institute’s committee on 
Accounting and Auditing Research 
and on several committees of the So- 
ciety of Industrial & Cost Account- 
ants. He obtained his certificate in 
chartered accountancy in 1941 and is 
a member of the Institute of Charter- 
ed Accountants of Ontario. 





A RARE 1 Re ali i 


TORRE Lis 


NTE maa 








‘ The Middle 
| of the Road 


& 

Over a period of years, the successful 
5 investor is generally the one who has 
followed a middle course. He has kept 
his holdings of high grade bonds, pre- 
ferred and common shares and growth 
stocks in suitable proportion, so that 
his investments provide safety, good 
income, growth possibilities . . . and 
peace of mind. 


Regular periodic review of investment 
holdings has proven valuable to many 
investors. Write or telephone any of our 
offices for information on this service. 


Wood, Gundy & Company 
SEM ted 
Toronto Montreal Winnipeg Vancouver Halifax 
Quebec Kitchener London Hamilton Ottawa 
Regina Edmonton Calgary Victoria 
London, Eng. New York 


| 
| 











$30.000 eee 


convertible term 





insurance ) 
ANNUAL PREMIUMS 
i POE FB 8ecosoc andes ieesisshaceanioes SUT IO MB EO 5258s cis eccisdiisnn $222.45 
Pe ee ON caieed kes WO WU oo oases doesent 346.45 
REUBEN SCHAFFER _ insurance service 
269 Falstaff Ave., Toronto, CH. 4-3123 Representing Occidental Life 
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C.L.C.A. Elections 

James G. Duncan of Edmonton was 
elected president of the Canadian In- 
stitute of Chartered Accountants at 
the 57th annual meeting held in Van- 
couver on September 14. He succeeds 
John L. Helliwell of Vancouver. Mr. 
Duncan is a senior partner of De- 
loitte, Plender, Haskins & Sells, Ed- 
monton. 


John A. Wilson of Toronto was 
elected first vice-president and 
George W. Hudson of Moncton, sec- 
ond vice-president. Regional repre- 
sentatives appointed were John Hys- 
lop, St. John’s, James W. Abbott, 
Winnipeg, and Howard I. Ross, 
Montreal. Douglas A. Ampleford of 
Toronto, was re-elected treasurer. 
Executive secretary of the Institute is 
E. Michael Howarth, Toronto. 


Governor-General’s Award 


At the annual conference of the 
Canadian Institute, Irving L. Rosen, 
Toronto, was presented with the Gov- 
ernor-General’s gold medal and one 
of two Edmond Gunn prizes for 
achieving the highest average stand- 
ing in Canada in the 1958 final uni- 
form examination. The award was 
made by Robert N. A. Kidd, chair- 
man of the Board of Examiners-in- 
Chief. 

Winner of the C.I.C.A. silver medal 
and the second Edmond Gunn prize 
for second place in the final examina- 
tion was Geoffrey R. Conway, Van- 
couver. The C.I.C.A. silver medal for 
the highest standing in the intermedi- 
ate examination went to Wilhelm 
Detlefson, Calgary. 


American Bankers’ Attitudes 


“Bankers’ Attitudes towards the 
C.P.A.” is a new publication in the 
Economics of Accounting Practice 
Series of the American Institute of 
Certified Public Accountants, The 44- 
page bulletin is based on the findings 
of a survey conducted for the In- 
stitute by the credit investigators of 
Dun & Bradstreet. The bulletin not 
only reports and interprets the find- 
ings of the D & B survey, but sug- 
gests steps that accountants might 
take to improve their relations with 
bankers. Copies of the bulletin are 
available at $3.50 each by writing to 
the American Institute of Certified 
Public Accountants, 270 Madison 
Ave., New York 16, N.Y. 


Bank Clearing 

Value of cheques cashed in the first 
six months of 1959 increased 13% over 
the 1958 period to reach a new rec- 
ord total. Totals were higher for all 
economic regions, Ontario leading 
with a gain of 17%. 


Accountants in the Netherlands 
A bill regulating the accountancy 
profession in the Netherlands is being 
considered by the Dutch Parliament. 
Among other features, it introduces a 
register in which the names will be 
entered of all those who have passed 
a university accountancy examination 
or have passed the accountancy exam- 
ination to be held by the new profes- 
sional organization which is to be es- 
tablished under the Act, viz., the 
Netherlands Institute of Registered 
Accountants. The mere title of “ac- 
Continued on page 298 
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YOUR knowledge can SAVE 


when 
Deferred Compensation For Top Executives 
Partnership and Company Insurance 
Key-Man Insurance 


Estate Planning 
1s being considered 


Where large sums are to be secured by 
Life Insurance Policies 


Cost IS Important! 


Comparison of our premiums and values with those of 
ANY other company will convince you that 


OUR NEW PREMIUM RATES AND VALUES 
ARE OUTSTANDING 


You may obtain this information from 


1. A life representative of our Company, 


2. A general insurance agent representing our Com- 
pany for life business, 


3. The Life Administration Office, 88 University 
Avenue, Toronto, Ont. 


or you may ask your own life agent to obtain a quotation for you. 


ASSURANCE CORPORATION LIMITED 


A Company of The Northern Assurance Group 





CANADIAN FACTORS 


OFFERS MORE THAN JUST 
FINANCING 


One of the chief functions of 
factoring is to provide ready cash 
against accounts receivable — to 
convert frozen assets into cash. 


In addition, though, Canadian 
Factors’ service also provides many 
plus benefits, of which one of the 
most important is this: 


A 100% guarantee against 
credit losses and _ collection 
problems. 


When a company factors with 
us, we buy its accounts receiv- 
able outright; we assume the 
credit risk and the collection 
worries. We guarantee pay- 
ment 100%. 


Perhaps you have a client whose 
assets are tied up in accounts re- 
ceivable, whose growth is hamp- 
ered through lack of liquid capital, 
and whose business might benefit 
from the special services of Cana- 
dian Factors. If you’d like more 
information for your own use, 
write today for our free booklet 
“Credit Protection and Receiva- 
bles Financing.” Reprints of the 
article “The Role of Factoring in 
Business” in the February issue of 
this magazine are also available on 


request. 


CANADIAN 
FACTORS 
CORPORATION 
LIMITED 


Serving Canadian Business Since 1931 
423 Mayor Street, - Montreal 
Victor 9-8681 
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countant” will not be protected. The 
following persons may, during a cer- 
tain period after the Act comes into 
force, qualify: 


1. Those who have passed another 
Netherlands accountancy examina- 
tion guaranteeing a sufficient pro- 
fessional competence; 


2. Those who, in the period of 15 
years immediately preceding the 
date when the Act comes into op- 
eration, have for a period of at 
least 10 years practised their pro- 
fession to an extent and in a man- 
ner guaranteeing a sufficient pro- 
fessional competence. 


1959 Canada Handbook 


Containing a new and up-to-date 
portrayal of the Canadian economy 
and of Canada’s political, social and 
cultural development, the 1959 Eng- 
lish edition of the popular Canada 
Handbook has been released. Thir- 
tieth in the series, this year’s edition 
runs again to over 300 pages and as 
usual is profusely illustrated. The 
price is $1.00 a copy. Orders should 
be addressed to the Queen’s Printer, 
Ottawa and be accompanied by a 
cheque or money order payable to the 
Receiver General of Canada. 


Foreign Trade 

Commodity exports to the United 
States in July were 14% higher in 
value than a year earlier to make a 
gain of nearly 11% for the seven 
months of this year. Shipments to the 
United States were responsible for an 
increase in total export trade to $2,- 
850,400,000 to the end of July this 
year from $2,803,000,000 in 1958, 
sales to the U.K., other Common- 
wealth countries and all other coun- 
tries being below last year. 


Continued on page 300 
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help us get orders 
and invoices out 


in record time” 


An automated order-invoice system 
has simplified paperwork for Kelly, 
Douglas & Company, Limited, whole- 
sale grocers known for their ‘Nabob’ 
brand. It offers greater accuracy and 
speed in order processing, and provides 
inventory and sales information to man- 
agement on a daily basis. 





Punched cards for each case item in 
stock and for each customer are kept 
on file. These are pulled against an 
order and run off on an electric account- 
ing machine, which automatically prints 
the complete order-invoice on a specially 
designed 3-part form. This single print- 
ing gives full system control of filling, 
shipping, delivering, billing and record- 
ing the order. For instance, the ware- 


Build control with 


MOORE BUSINESS FORMS 
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“Moore forms 








Charles M. Humphrys, Comptroller, 
Kelly, Douglas & Company, Limited 


house ‘slot number’ for each item is 
shown, speeding the order-filler’s job. 
Total weight is calculated for the Ship- 
ping Department’s benefit. Unit prices, 
total cost and suggested retail prices are 
included for the customer and for bill- 
ing and accounts receivable. The Tabu- 
lating Department’s copy is used for 
daily reconciliation of sales and inven- 
tory reports. 


Having the full invoice before the 
order is filled saves packing errors and 
credit adjustments. The system elimi- 
nates copying mistakes and cuts proc- 
essing time and costs. The retailer gets 
his invoice with his order, in record 
time. The form is a Moore Formaliner 
—the company’s control in print. 


“The Moore man’s knowledge and ex- 
perience played a big part in setting up 
this system,” reports Charles M. Hum- 
phrys, Comptroller of Kelly, Douglas. 
For more detailed information on this 
ADP (Automated Data Processing) 
system, write the nearest Moore office. 
No obligation, of course. 

Moore BusINEss Forms Ltp. *—856 St. James St. 
West, MONTREAL + 7 Goddard Ave., Toronto 15 « 
711 Erin St., WINNIPEG + 296-12th Ave. East, 
VANCOUVER. Over 300 offices and factories through- 
out Canada, U.S., Mexico, Cuba, Caribbean and 


Central America. 
* Division of Moore Corporation, Limited 
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WRITING 
CHECKING 
PROVING 


° Multi-Rite 


PEGBOARD 


oO ACCOUNTING 


Complete records in 1/3 the us- 
ual time. For private or gener- 
al payrolls; accounts receivable. 
Uses low cost stock forms. For 
details or demonstration call 
BUSINESS SYSTEMS DEPART- 
MENT — HI. 4-6671 or address 
33 Green Belt Drive, Don Mills, 
oO Toronto. 





OFFICE SUPPLIES ¢ PRINTING 
BUSINESS FURNITURE 


_ TORONTO HAMILTON ““*~ 





BANK 
CONFIRMATION 
FORMS 


Imprinted (minimum run 
500 ) 
Per 100 additional, or- 
dered at same time . .$ 3.50 


Postage or Express Collect 


THE CANADIAN INSTITUTE 
OF CHARTERED ACCOUNTANTS 


69 Bloor Street East 
Toronto 5, Ontario 





“Time Saving Systems for All Office Records” 
ES 
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Dictionary of Canadian Biography 
The University of Toronto press 
has announced the founding of a Dic- 
tionary of Canadian Biography, the 
purpose of which is to provide full 
and authoritative biographies of every 
noteworthy Canadian from the earli- 
est times of historical record. An 
immediate start is being made on this 
major undertaking in Canadian pub- 
lishing, and it is hoped that very 
great progress will have been made 
by 1967 as a fitting commemoration 
of Canada’s century of Confedera- 
tion. 


In the News 


ALAN Paterson, C.A. (Alta.) has 
been appointed secretary to the 
Royal Commission on the Great Slave 
Lake Railway. 


Month End Rates of Exchange 


This column now lists nominal rates 
of foreign currencies at the close of 
business on the last trading day of 
each month. This service is intended 
to assist accountants who are required 
to express foreign currency amounts 
of Canadian funds for income tax and 


other purposes. 


CURRENCY EXCHANGE RATES 

The following nominal rates of exchange 
are supplied by The Canadian Bank of 
Commerce, International Department, Head 
Office, Toronto, as at 4 p.m., August 31, 
1959: 

Australia (pound) 2.14%; Belgium 
(franc) .0192; Denmark (kroner) .1390; 
France (franc) .00196; Germany (d. mark) 
.2285; India (rupee) .2010; Italy (lira) 
.00155; Mexico (peso) .0767; Netherlands 
(guilder) .2530; New Zealand (pound) 
2.67%; Norway (kroner) .1345; Sweden 
(kronor) .1850; Switzerland (franc) .2215; 
Union of South Africa (pound) 2.68%; ster- 
ling in Canada 2.67 - 2.68; sterling in New 
York, 2.80% - 2.81; U.S. dollars in Canada, 
4% - 4%. 
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Portfolio Management 





Accounts entrusted to our care are kept under con- 
stant supervision by our Portfolio ie work- 
ing in close conjunction with our Research staff. 







This service includes quarterly reviews and 
valuation of holdings. Clients are cies informed of 
important financial and corporate developments 
which affect their interests. 






Your enquiries are invited 


Greenshields & Co 
Limited 
507 Place d’Armes, Montreal 
Members of Montreal and Toronto Stock Exchanges 













Announcing 


THE NEW AGED 


BINDING CASE 


CHECK THESE EXCLUSIVE ACCO FEATURES 


EASILY SET UP New designs allows box to "set up" in a ae Patent 
second with one quick twist. ~~ pending 


“DOUBLE WALL CONSTRUCTION" Board is scored at front, folded in 6", and 
securely glued to box wall — adds strength and rigidity. 

“REINFORCED FRONT" Turning front edges in and glueing adds to appearance 
and wearing qualities 


NEWLY DESIGNED STURDY ARCH Heavy duty arch. Wires fit snugly in posts. 
Sheets travel easily. Arch slides in and out of shoe. Best arch available. 


Write today for illustrated brochure 


ACCO CANADIAN CO. LTD. 


109 BERMONDSEY RD. TORONTO 16, ONT. 
IM U.S.A. —ACCO PRODUCTS, a Division of NATSER CORP., OGDENSBURG, N.Y. 




















Capital for Industry 


Providing capital funds for growing Canadian industries 
is an essential service performed by the corporate under- 
writer. Our underwriting department has been closely 
associated with the growth and expansion of the Canadian 
economy over the past thirty-five years and has originated 
and participated in numerous representative issues of 
corporate securities. 


Our services are always available without obligation 
to members of the accounting profession 


Member: 3 . ° 
The Investment Gairdner & Company Limited 
Dealers’ 
ye pea 320 Bay Street, Toronto 
€ EMpire 6-6833 


vere ae Hamilton London Oakville Toronto 
Stock Exchanges Kingston Montreal Ottawa Vancouver 
i Kitchener New York Quebec Winnipeg 




















SIX SERVICES YOU 
WILL APPRECIATE 


1. SAVINGS ACCOUNTS 
— with interest at 344% paid twice y 
2. GUARANTEED INVESTMENT CERTIFICATES 


— at current rates of interest for 1 to 5 years, also 
— Guaranteed Savings Certificates redeemable at any 


time 
3. TRUSTEE UNDER REGISTERED PENSION PLAN 
— for companies, professional groups, individuals 


4. EXECUTOR OF WILL 
— Details and estimate of cost without obligation 


5. CUSTODIAN FOR STOCKS, BONDS, 


INVESTMENTS 
— All services necessary in management of financial 


affaire 
6. REAL ESTATE MANAGEMENT 
— Agent for buying and selling properties, renting 
office space 
Please write or — for full information and free literature 
on these and the many other Chartered Trust Services 


CHARTERED TRUST 


Cc = MPANY 
Toronte: 384 King St. 
Branches: 20 on Clair Ave. W., 
2972 Bloor St. W., 1518 Bayview Ave. 
Montreal: 888 St. James St. W. 
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Editorial 


IMPROVEMENT IN PUBLISHED CORPORATE REPORTS 


RECENT ARTICLES on published corporate reports point to substantial 
improvements in the financial reportings of Canadian companies. In 
turn, report contests and yearly comparative studies attest to a con- 
tinuing evolution in the content and form of the corporate statements. 
Just what is the model of an effective contemporary report as dis- 
cerned from these articles, and what factors have contributed to the 
current reporting standards? Everyone connected with the reports in 
any way is interested in these questions; the answers should aid both 
in assessing the status of individual reportings and in establishing 
tasks still to be done. 


The current literature sets up an effective report as one which 
conveys in an understandable form the relevant financial facts about 
a business. Framed from the shareholders’ viewpoint, such a report 
seeks to create in the minds of its readers an understanding of the 
particular business unit, its purposes, people, problems and _possi- 
bilities. Because the report is essentially a communication device 
directed to economic decision-making, its every aspect considers the 
questions of the inquiring reader. To this end the effective report sets 
up criteria by which management itself is measured. Summarized 
financial headlights, graphic portrayals, special emphases in the di- 
rectors’ commentary all assist in the discernment of meanings and 
trends. Furthermore, the model report is clear and unambiguous, 
standing as a testimony to the fact that the words “report” and 
“rapport” have a common root! The figures area of the report consists 
of various interrelated statements: a prominently displayed auditor's 
report (to stress the concept of objectivity), a detailed income state- 
ment (to emphasize the importance of earning capacity and to en- 
able meaningful analysis), a comparative balance sheet and funds 
statement (to tie in financial positions with interim resource flows) 
and a long-term, comparative summary of operational and financial 
data (to give perspective to the present statement). Throughout, 
the statements make use of contemporary terminology, account classi- 
fication and standards of disclosure; footnoted reasons indicate non- 
conformity to commonly accepted practices. 
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If the foregoing summarizes our current concept of an effective 
report, what factors have aided in its development? These are many, 
and representative are the following: the need for increased public 
financing, the widened spread in shareholdings, the awareness by 
business of social responsibilities, the government’s requirements for 
more adequate reporting, the use of the report in public relations. In 
turn, interested individuals and groups have worked diligently on 
more precise standards; from professional bodies, from within industry 
and the universities have come floods of interacting articles, bulletins 
and recommendations. Finally, enlightened directorates, by raising 
their own concepts of an effective report, have created upward pres- 
sures upon the level of accepted practices. 


But while acknowledging progress in our reporting and while 
giving credit to its origins, we must still consider present shortcomings 
so that we may look to the future. Are the present standards being 
spread quickly enough? Are the reporters making fullest use of new 
reporting devices? Are the reportings keeping pace with the eco- 
nomic and scientific developments whose financial significance they 
are attempting to portray? These questions will go unanswered, but 
they are paramount when we consider the truly significant role of the 
annual reports. The ability of each competitive business to effectively 
convey its purposes and achievements is basic to the continuation of 
our free-enterprise capitalism. In one sense the way in which our 
private corporations use their reportings may indeed determine their 
individual and collective existence. Since the device of the annual 
report does have such great economic and social import, what are 
some of the specific improvements to be expected in the near future? 
Perhaps foremost there will be a greater use of interim statements to 
provide current information on the fast-paced movements in our 
economy. Also, we may expect to see “supplementary statements” re- 
flecting the effects of inflation upon the accounts. Meanings and 
methods will be narrowed still further and industry-wide standards 
will spread to enable comparisons among the components of an in- 
dustry. Management, in turn, will perhaps be inclined to more 
fully disclose the broad outlines of future planning. Companies will 
continue to acknowledge their broader social responsibilities so that 
the reports will become a means of democratic communication. This 
fuller-stewardship concept may well place a responsibility for public 
reporting upon other major institutional units within our free- 
enterprise society, even when the entity is not an incorporated limited 


company. 
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A Program for Product Profitability 


RONALD F. HOGAN 


THE GREATER the product diversifica- 
tion of a manufacturing enterprise, 
with products representing complex 
assemblies of individual components 
and sub-assemblies, the more chal- 
lenging is the problem confronting 
executive management for determina- 
tion of specific and product profitabil- 
ity. Single-product and simple-pro- 
cess concerns are adequately served 
in this regard by traditional account- 
ing accumulations and reports. Con- 
trariwise, highly specialized tech- 
niques are mandatory in manufactur- 
ing plants possessing complex product 
integration patterns. An automotive 
basic manufacturing division, pro- 
ducing engines, axles and transmis- 
sions, as well as numerous large and 
small stampings, tools and dies, bolts 
and nuts, etc., is a typical illustration 
of the latter type. 


This management problem has 
many facets, and its solution is con- 
sequently complex. Stated succinctly, 
it involves the development of a for- 
mal program for: 


1. Intelligent appraisal of the cur- 
rent profitability of each completed 
product sold. 


Supporting analysis to reveal the 
contributions of integral parts, de- 
tailed by operation, in the light of 


bo 
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available 
ment. 


competitive measure- 


8. Resultant disclosure of areas that 
are not competitive and where 
cost performance is weak. 


4. Specific determination and initia- 
tion of action to effect cost im- 
provement. 


5. Ex post facto analysis to reflect to 
what extent prescribed action and 
desired result shall have subse- 
quently materialized. 


6. Constant probing for the utopian 
economic balance between pur- 
chased and manufactured compon- 
ents. 


Adoption of such a program implies, 
of course, acceptance of the sound 
premise that exposure of specific pro- 
fit experience to the searchlight of 
stringent competitive influence pro- 
vides the ultimate criterion of the 
state of corporate health. This pre- 
mise does not mean that measurement 
of cost performance to established 
work standards, budgets, etc. is of 
secondary importance. The latter still 
remains the accepted tool for effi- 
cient internal control, but supple- 
ments, rather than supplants, the 
measurement of profit against outside 
competition. 
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It is conceivable that perfect per- 
formance to existing internal standards 
could produce unwarranted compla- 
cency where competitors were actual- 
ly performing to tighter targets, with 
better methods, simpler processes, 
etc. In other words, established cost 
controls may maintain stipulated 
performance standards, but detailed 
product profit analyses highlight areas 
where improvement is required for 
the maximum health of the industrial 
patient. Such a metaphor views a 
large manufacturing plant as a living 
organism, because of its multiplicity 
of perfectly synchronized functions. 
The organism is controlled and di- 
rected by the management “brain” 
through the labour force “nerve sys- 
tem” and the facility “muscles”, all 
throbbing in unison for creative ac- 
complishment. In considering the six 
stated facets of a product profitability 
analysis program, this simile of medi- 
cal treatment will be pursued. 


Appraisal of Current Profitability 
(“The Consultation” ) 


The primary step, of course, is to 
establish the existing degree of profit- 
ability for each product in the condi- 
tion it is shipped from a plant at the 
time of the sale. The sale may be 
to an outside purchaser or to a dif- 
ferent plant of a decentralized com- 
pany for incorporation into a larger 
assembly. An industrial engine sold 
to a logging company operating in the 
isolated northern woods is an example 
of the former; a passenger car engine 
shipped to an automotive assembly 
plant located in a different commun- 
ity is an example of the latter. The 
revenue from the former transaction 
would derive from a selling price de- 
veloped along traditional lines. The 
revenue from the latter would depend 





upon inter-divisional transfer prices 
negotiated between the two affected 
components of the company. In either 
case they should be examined, for the 
purpose of this evaluation program, 
to see that they measure favourably 
with comparable competitive prices. 
This is necessary because inflated sell- 
ing prices tend to produce depressed 
sales volumes and result in higher unit 
costs, thus dissipating profit margins 
that may have appeared satisfactory 
at one time. A cardinal rule, there- 
fore, in analyzing profits of products, 
is to measure them in the light of best 
competitive pressure, which is gen- 
erally synonymous with the cost of 
outside procurement of equivalent 
articles. 


A special program is normally re- 
quired to determine the existing sta- 
tus of profitability because cost of 
sale and revenue accounts are not al- 
ways segregated by individual prod- 
ucts, but quite frequently represent 
groupings of related items. For 
example, 200 different stamping parts 
and assemblies for inter-divisional 
transfer may be accommodated by 
one cost of sale account and one rev- 
enue account. The entire group may 
reflect a nominal profit, but this must 
not be construed as evidence of indi- 
vidual soundness or maximum poten- 
tiality, which can be discovered only 
by an item-by-item analysis. 


The essence of the initial step, 
therefore, is to compare, product by 
product, the accounted cost with the 
selling price, adjusted where neces- 
sary to represent valid market condi- 
tions. This elementary stage will in- 
dicate the general tone of the enter- 
prise just as a patient’s pulse, temp- 
erature and blood pressure will reveal 
his overall condition. The initial pro- 
fitability “consultation” therefore tests 
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the tempo, normalcy and elasticity of 
the manufacturing processes, disclos- 
ing where operational lassitude, con- 
gestion and constriction may be sap- 
ping corporate vitality. Any such dis- 
closure is an implicit plea for more in- 
tensive examination. 


Analysis of Contributory Factors 
(“The Laboratory Tests” ) 

Following the cursory analysis de- 
scribed above, products may be listed 
in order of profitability, so as to 
identify and isolate those items sus- 
ceptible to significant cost improve- 
ment action. These should obviously 
form the group requiring immediate 
attention. 


The second stage is to subject the 
selected group to a detailed, critical 
cost breakdown, by constituent parts, 
cost elements, departmental accre- 
tions, operational processes, etc. The 
object is to pinpoint those specific 
components, cost factors and actual 
operations that appear to be uneco- 
nomical, Detection and identification 
of such conditions depend to a con- 
siderable degree on the availability of 
outside measurement data. Here is 
where the purchasing function con- 
tributes invaluable help through its 
intimate knowledge of the competitive 
market and representative vendor cost 
experience. Associated companies or 
related plants within the same com- 
pany also provide possible sources of 
comparative information. It is the 
function of the product cost analysts 
to amass and interpret competitive 
data in sufficient detail for judging 
the reasonableness of the developed 
cost breakdowns. This step requires 
intensive research and analytical skill 
in order to bring into sharp focus all 
offending conditions. It may be lik- 
ened to special hospital exploration, 
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involving blood tests, X-ray examina- 
tion, etc., revealing deep-seated patho- 
logical disturbances, thus permitting 
intelligent diagnosis not otherwise 
possible. 


Disclosure of Uncompetitive Areas 
(“The Diagnosis” ) 

The sequel to the above outlined 
steps is the automatic highlighting of 
the underlying factors provoking un- 
satisfactory profit performance. The 
possible permutations and combina- 
tions of uncompetitive influences are 
numerous. Sometimes a single cause 
is the depressive agent. For example, 
a pattern may emerge to the effect 
that administrative overhead appears 
excessive, representing a surcharge 
too heavy for the volume of business 
to sustain. More frequently, there is 
a combination of contributing forces. 
As a case in point, exorbitant direct 
labour content may indicate awkward 
departmental layouts, overly-restric- 
tive tolerances, cumbersome produc- 
tion methods, etc. 


Another conceivable disclosure may 
be excessive tooling cost represent- 
ing unduly elaborate die design and 
more permanent die construction than 
warranted by the model life of the 
subject parts. A further possibility is 
the detection of unbalanced manufac- 
turing expense allocations for two 
components sharing a common over- 
head rate applied to their direct la- 
bour, when in reality one part is pro- 
duced on automated machinery with 
little direct labour and _ significant 
manufacturing expense, whereas the 
other is produced on general purpose 
machinery with considerable direct la- 
bour and nominal manufacturing ex- 
pense. It is axiomatic that the use of 
a common departmental overhead 
rate would in this case allocate too 
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little expense to the former part and 
too much expense to the latter. Any 
vital management decision prompted 
by such accounted cost results would 
be obviously misguided. Such condi- 
tions are frequently unrecognized un- 
less there is an analysis of specific 
product profitability. 

A valuable feature of this intensive 
program is that every facet of the cost 
picture is progressively subjected to 
minute and _ objective inspection. 
Management is thereby supplied tang- 
ible evidence of exactly what is un- 
satisfactory, as well as where and 
why it is unsatisfactory. Only by in- 
telligent diagnosis can effective and 
corrective action be prescribed. No 
competent physician issues remedial 
prescriptions without first ascertain- 
ing the nature and causes of the ail- 
ment. 


Initiation of Cost Improvement Action 
(“The Prescription” ) 

Having fully exposed the areas and 
conditions responsible for unsatisfac- 
tory profit results, concentrated atten- 
tion must now be devoted to the all- 
important task of correction. No gen- 
eralized approach is adequate for such 
a challenge. As the indicated weak- 
nesses have been explicitly defined, so 
must the remedy be specifically pre- 
scribed. To illustrate, the following 
lines of action may be conceived and 
implemented to meet the conditions 
highlighted by the four examples out- 
lined under the “diagnosis”. 

(a) A special program to analyze 
how essential is each clerical function 
should be initiated with a view to 
lightening the administrative overhead 
allocation. Unnecessary forms, reports 
and services should be methodically 
eliminated. Optional activities, justi- 
fiable and desirable in periods of 
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higher sales, should be curtailed com- 
mensurably with a supportable over- 
head structure. Economy-conscious- 
ness should be engendered to resist 
the steady mounting of paper work. 
Emphasis in this example is obvious- 
ly directed to the role played by office 
and staff personnel. 


(b) The second example carries the 
investigation to the very heart of 
the production operations. The prob- 
lem here is not only to improve oper- 
ating efficiency under existing condi- 
tions, but also to introduce improved 
layouts, specifications, methods, etc., 
so as to lower the standard cost level 
itself. The program in this instance 
could be systematically developed 
through adoption of a standard form 
entitled “Operational Check List”. 
This form would enumerate, under 
major captions, every conceivable 


question that might be raised con- 


cerning each production operation un- 
der review. The major captions might 
include rough stock, fixtures, cutting 
tools, coolant, quality, gauges, ma- 
chines, safety, operational sequence, 
etc. The questions under each cap- 
tion should be so phrased as to permit 
a yes or no answer by a simple 
check mark in an appropriate column. 
A brief sampling of typical questions 
is listed below: 

Is machinability of stock constant 

and satisfactory? 


Do locators permit easy loading? 


Is the fixture the direct cause of 
any scrap parts? 


Could automatic ejection be profit- 
ably employed? 


Do chips pack into the tool? 


Does the operation require excess- 
ive adjustment by operator? 


Are machine times adjusted for 
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maximum tool life at optimum 
labour cost? 


Can operation be eliminated, com- 
bined or cycled? 


Are in-line floats adequate and sus- 
tained? 


Do scheduling problems cause too 
frequent and costly tooling set- 
ups? 

An operational check list would be 
prepared for every operation of each 
product under analysis. Copies would 
be distributed to each interested 
supervisor and other affected person- 
nel for independent completion, thus 
enlisting the widest sphere of job 
skill and familiarity to suggest im- 
provements, Adequate space should 
be provided on the list for appropriate 
remarks intended to amplify and qual- 
ify the checked replies. The com- 
pleted forms would then be coordin- 
ated and sifted by a central agency, 
with potentially helpful reactions 
and proposals appraised and process- 
ed for approval and execution. An- 
ticipated savings would, of course, be 
evaluated in the light of the cost of 
effecting indicated improvements. 
Each approved change should be 
timed so as to be incorporated with- 
out causing disruption, having regard 
for possible tooling obsolescence, ete. 
The authorized improvements would 
be interpreted as formal commitments 
on the part of production supervision 
and be outlined as such on product 
profitability trend analysis forms for 
periodic review. Emphasis in this 
example is obviously directed to the 
role played by operating personnel. 


(c) The third example directs at- 
tention to the psychological aspect of 
economy possibilities. Each organiza- 
tional component naturally endeav- 
ours to produce the most durable and 
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highest quality product appropriate to 

its function. But when the item in 
question is a tool, die or fixture for 
producing a part, the overriding con- 
sideration should be to design and 
fabricate it as economically as pos- 
sible, commensurate with fulfilling its 
particular purpose with functional ac- 
ceptability. Where its useful life is 
limited to a model year run, it is not 
sound to satisfy professional impulse 
to build into it the utmost permanency 
and polish. This would be tantamount 
to viewing the means to an end as 
the end itself. On the other hand, tool 
designers and builders can contribute 
to greater profitability by such in- 
genuity as reducing die section dimen- 
sions to suit the stamping rather than 
the punch press bed, designing form 
dies rather than draw dies to mimim- 
ize the amount of metal required for 
punching out individual stampings, 
etc. An enlightened program for de- 
signing and incorporating maximum 
economies into the special tooling 
would thus be prompted by unfavour- 
able comparison with competitive tool 
shops. Emphasis in this example is 
obviously directed to the role played 
by technical personnel. 

(d) The final example calls for re- 
finements of overhead distribution. 
Where departmental overhead rates 
are employed, there should be a sig- 
nificant degree of similarity among the 
various products, processes and facil- 
ities of a given department to ensure 
that the overhead is applied realistic- 
ally to each part. In a multi-product 
department with heterogeneous con- 
ditions, as in the cited illustration, a 
program should be undertaken to 
provide more reliable accounted cost 
results. This may be achieved by 
sectionalizing the department for 
overhead rate purposes, thus develop- 
ing a distinctive rate for each section 
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of the department enjoying relative in- 
ternal uniformity. It is conceded that 
overhead reapportionment does not 
enhance profits per se, but accurate 
costing is nevertheless a valuable ad- 
junct to product profitability deter- 
mination. Emphasis in this example is 
obviously directed to the role played 
by accounting personnel. 


The above examples may sufficient- 
ly intimate the importance of a well 
conceived, properly balanced and con- 
scientiously executed cost reduction 
program. Just as therapeutic pre- 
scriptions are frequently compounded 
of several ingredients, so does cost 
improvement embrace numerous 
channels of corrective action. All 
segments of the organization must 
work as a team to ensure success. 


Measurement of Actual 
Accomplishment 


(“The Annual Check-up” ) 


No product profitability analysis 
may be satisfactorily concluded until 
the committed improvements have 
been subsequently reviewed to mea- 
sure the degree of accomplishment. 
Scheduled ex post facto analyses com- 
prise an indispensable element of a 
program to maximize profit. This 
feature may be systematically pur- 
sued through the trend analysis form 
referred to earlier. The current rev- 
enue, itemized cost factors, annual 
volume, economic profit, accounted 
profit and pertinent percentages would 
be listed for a given product in 
columnar arrangement. The next 
column would incorporate the value 
of the pledged improvements, by spe- 
cific cost factors, forecasted as a result 
of the foregoing intensive appraisal. 
This column would indicate the date 
or dates that the new benefits are an- 
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ticipated. The remaining columns 
would provide for the recording of 
actual experience at some subsequent 
date and at recognized intervals until 
the profit contribution of the subject 
product is considered adequately reg- 
ulated. 


This follow-up phase is of critical 
importance. Many programs are 
auspiciously launched, but founder 
through preoccupation with unrelated 
intervening issues. A salutary pre- 
scription may get as far as the med- 
icine cabinet, but not until it is intro- 
duced into the bloodstream can the 
patient expect to feel its beneficial in- 
fluence. The ex post facto analysis 
may be likened to a periodic check-up 
that reveals the effectiveness of the 
treatment and also detects any in- 
cipient deterioration before serious 
damage can ensue. 


Balancing of the Make-or-Buy 
Sourcing Equation 
(“The Metabolism Equilibrium” ) 


An essential element of the pro- 
gram, in a plant with a complex pro- 
duct pattern, is the examination of 
each component to ascertain the com- 
parative economics of purchase versus 
manufacture. In large assemblies, 
comprised of a multiplicity of varied 
components, there are undoubtedly 
certain parts that can be procured 
from selected outside sources more 
economically than they can be manu- 
factured in the plant from raw ma- 
terial. Volume is generally a deter- 
mining factor. Certain model parts 
are not required in sufficient quantity 
to justify an elaborate internal facility, 
whereas vendors specializing in sup- 
plying such parts to a complete in- 
dustry are equipped and able to quote 
more economically. 


Product profitability is therefore en- 
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hanced by an appraisal of existing 
plant capacities, additional capital in- 
vestment requirements, vendor quota- 
tions, forecasted savings for alterna- 
tive choices, return on investment and 
payout period calculations, etc. New 
products should be _ progressively 
studied for incorporation into the pro- 
duction pattern. Existing components 
should be continuously appraised with 
a view to advantageous procurement. 
Such decisions, of course, should be 
made after comparing the out-of- 
pocket costs involved in either alterna- 
tive. Total accounted costs are mis- 
leading in make-or-buy economic 
studies because they include allocable 
fixed expenses already irrevocably in- 
curred in the plant regardless of the 
final make-or-buy decision. It would 
not be sound to remove a component 
from the plant because its total ac- 


311 


realize that the significant element of 
its fixed expense remained for ab- 
sorption by other products already 
carrying a sufficient burden. Just as 
a balanced metabolism is fundamental 
to robust health, even so a sound 
make-or-buy pattern is fundamental to 
healthy profits. 


A product profitability analysis pro- 
gram is designed to produce an at- 
mosphere of cost consciousness and 
enthusiasm for profit improvement 
throughout the organization. It is 
calculated to supplant natural inertia 
with a momentum that will revitalize 
the entire profit-producing machinery. 
As recovery of health is often com- 
mensurate with the degree of coopera- 
tion with the attending physician, so a 
company’s competitivity status reflects 
the degree of intelligent, resolute and 


cohesive administration of its pro- 
duct profitability analysis program. 


counted cost was marginally higher 
than an outside quotation, only to 


Does Big Business Breed “Yes” Men? 


Seven out of ten major industrial company presidents believe that the 
“organization man” does not exist in their companies or, if conceding that 
he does exist to some degree, do not regard him as a serious threat to tradi- 
tional U.S. individualism and, more specifically, to executive initiative. This 
is the key finding of a survey reported in the March 1959 issue of Dun’s 
Review and Modern Industry. But two in ten of the company heads see a 
very real danger that as corporations grow bigger and more complex, man- 
agement personnel at every level tend to become submerged as individuals 
and play the role of “yes” men. Such is the verdict of “The Presidents’ 
Panel,” a group of more than 150 company presidents, three out of four of 
them heading corporations among the 500 largest in the U.S., — who are 
participating in a series of bi-monthly surveys on top-management subjects. 

Most of the presidents who concede that the conformist exists to some 
degree in their organizations tend to regard him without alarm and believe he 
is largely confined to the lower echelons of management. Successful individual- 
ism, some respondents point out, is what attracts attention and is promoted, 
and the most capable top executive, it is widely held, is likely to be “a 
happy mixture” of individualism and conformity. 

—The Controller, June 1959. 
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ONE OF THE MosT important and basic 
considerations in appraising the value 
of a business enterprise, either from 
the standpoint of investing in its 
shares or purchasing control or out- 
right ownership, is earnings — past, 
present and future. The obvious rea- 
son for this, of course, is that busi- 
nesses exist to make profits for their 
owners. Before committing any funds, 
therefore, the investor in a business 
usually seeks to find out whether or 
not its profit potential justifies the 
price he is asked to pay. In the pro- 
cess, the profitability of the invest- 
ment under consideration probably 
will be compared with that of other 
possible alternatives in the same or 
other lines of activity. 

Measuring a company’s profitability 
from the owner's standpoint is accom- 
plished primarily by the use of two 
financial ratios. These are (1) the 
price-earnings ratio and (2) the ratio 
of net profits to net worth. How these 
ratios are computed and used are 
examined in the sections that follow. 


The Price-Earnings Ratio 

The price-earnings ratio is the ratio 
used by security analysts and financial 
statisticians to judge the over-valua- 
tion or under-valuation of common 
shares in the market place. The ratio 


is computed by dividing the latest an- 
nual net profit per share figure, actual 
or estimated, depending upon avail- 
ability of the most recent quarterly re- 
ports, into the current per share mar- 
ket price. Thus if a stock is quoted 
at $10 per share and annual net profits 
are reported to be $1.00 per share, the 
shares are said to be selling at 10 
times their earnings or have a price- 
earnings ratio of 10 to 1. Another in- 
terpretation is that the ratio indicates 
the number of years of current per 
share earnings that are contained in 
the market price of the shares, that is, 
the number of years it would take at 
the current rate of earnings to recover 
the market price. 

As a general proposition, the higher 
the number of times that a stock sells 
in relation to its per share earnings, 
the less attractive does an investment 
in the shares become relative to other 
possible opportunities. Conversely, the 
lower the price-earnings ratio, the 
more attractive the investment. 


Price-earnings ratios are also fre- 
quently used as multipliers in capital- 
izing a company’s earnings to estimate 
its value as a going concern from the 
owner's standpoint. This is done by 
first determining what is an accept- 
able price-earnings ratio to use as the 
multiplier. An acceptable price-earn- 
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ings ratio in this case is usually based 
upon comparisons of the price-earn- 
ings ratios for the common shares of 
other companies in the same or allied 
fields or by taking an average of the 
price-earnings ratios of a number of 
selected companies. Very often those 
interested in the valuation will have 
their own ideas as to what constitutes 
an acceptable ratio under the circum- 
stances. In any event, the net profits 
of the company are capitalized by 
multiplication by the ratio selected. 
The resultant figure is the estimated 
value placed on the equity interest of 
the common shareholders. 


For example, assuming net profits 
of $100,000 and a_ price-earnings 
ratio of 10 to 1, then, by multiplica- 
tion, the value placed on the equity 
interest would be $1,000,000. A per- 
share value for each common share 
would be arrived at by simply divid- 
ing the valuation figure by the num- 
ber of common shares in the com- 
pany’s capitalization. 


This technique of valuing a com- 
pany’s ownership interest is almost a 
prerequisite in providing a starting 
point from which the terms of any 
sale, merger or program of equity 
financing or recapitalization may be 


established. 


The 10 to 1 Concept 


In actual practice, a price-earnings 
ratio of 10 to 1 has long been estab- 
lished as the criterion of stock invest- 
ment and, by inference of the going 
concern value of a business, i.e. a 
business is worth 10 times its earning 
power. The basis for this is found 
in the fact that capital is not attracted 
to an industry where risk is involved 
unless a return rate of at least 10% can 
be foreseen. 


While a 10 to 1 price-earnings rela- 
tionship has long been recognized as 
a bench mark in judging the market 
value of stocks, other factors may 
justify a stock selling on the basis of 
a higher or lower price-earnings ratio. 
Regulated industries, such as public 
utilities, and companies dealing in 
essential products, such as dairies, 
bread and bakery companies, have a 
steadier volume of business and level 
of earnings. For these reasons their 
shares tend to sell on a higher-price 
earnings basis. This is also true of 
companies which have a strong com- 
petitive position in their industry. 
The shares of companies with aggres- 
sive research facilities that enable 
them to develop new high profit pro- 
ducts such as the ethical drug and 
chemical companies, and of companies 
engaged in new fields having a high 
anticipated growth rate such as the 
electronic industry also tend to sell on 
a higher price-earnings basis. On the 
other hand, companies that depend on 
selling their products in export mar- 
kets, companies engaged in the pro- 
duction of heavy capital goods and 
companies that rely on government 
contracts tend to sell on a lower price- 
earnings basis. 


Some analysts question the validity 
of the 10 to 1 price-earnings ratio as a 
modern-day criterion of share valua- 
tion. They contend that under condi- 
tions of the managed economy, wide 
disastrous swings in the business cycle 
are virtually eliminated, thus moderat- 
ing a risk element considered inherent 
in all businesses. Also, through im- 
proved management techniques such 
as short and long-term budget fore- 
casting, new product research, market 
research and advertising, businesses 
have greater control over their des- 
tiny and can remove or countercheck 





314 


many normal business hazards with a 
consequent beneficial effect on the 
stability of earnings over longer peri- 
ods of time. These developments, it is 
argued, justify consideration of a 
price-earnings criterion higher than 
the heretofore widely accepted 10 to 
1 concept. 

Much of this philosophy of share 
valuation is new, and is still rela- 
tively untested and unaccepted by se- 
curity analysts. But in any event there 
is usually a wide difference in theory 
and actual practice, for when it comes 
to putting money on the line, a 10 to 
1 price-earnings ratio still appears to 
be considered a key yardstick. 

There are, however, two sets of 
circumstances which may result in a 
departure from customary price-earn- 
ings standards. One is distinctly Can- 
adian in application due to tax legisla- 
tion which allows Canadian investors 
to claim a 20% income tax credit on 
dividends received from taxable Can- 
adian companies. Because of this tax 
advantage, which allows investors to 
gain a higher after-tax yield from 
their investment, there has been a 
tendency to bid up the general level 
of stock prices. The net effect has 
been for Canadian stocks, dividend- 
paying ones in particular, to sell on a 
higher price-earnings basis than 
would otherwise be the case. 

The other circumstances are related 
to money market conditions which 
may exist from time to time. When 
tight money conditions prevail and 
higher than average rate of invest- 
ment returns can be obtained with the 
acceptance of little or no risk by in- 
vesting in prime bonds, it is relatively 
less attractive for the investor to in- 
vest in common shares of business 
enterprises with all their attendant 
risks unless there are greater induce- 


THE CANADIAN CHARTERED ACCOUNTANT, OCTOBER, 1959 


ments to do so. One such inducement, 
of course, would be to obtain the 
shares on a lower price-earnings basis. 
The tendency under such circum- 
stances, therefore, would be for the 
market to place a lower price-earnings 
valuation on stocks than it otherwise 
might. Conversely, when easy money 
conditions prevail and lower than 
average rates of investment return ob- 
tain, the market will tend to place a 
higher price-earnings valuation on 
stocks. 

Circumstances may occur under 
which high stock _price-earnings 
ratios may exist for a time alongside 
high yield rates on prime bonds. This 
will happen during a period charac- 
terized by inflationary tendencies 
when investors become concerned 
with the decline, actual or threatened, 
in the value of the dollar. To hedge 
against inflation they will buy com- 
mon stocks in preference to fixed in- 
come securities such as bonds and 
preferred shares. As fears of inflation 
become more aggravated, bonds be- 
come less acceptable as an investment 
medium and their prices are depress- 
ed to the point where higher than 
average yield rates obtain. At the 
same time, the demand for stocks in- 
creases and their prices are bid up to 
the point where they are discounting 
future earnings to a considerable ex- 
tent and sell on a higher than average 
price-earnings basis. Such a situation 
seldom lasts for long. Eventually the 
underlying conditions which brought 
about such price divergence undergo 
correction and more normal relation- 
ships between bond and stock values 
are re-established. 


Privately Owned Companies 


In the case of small companies 
which are privately owned or held by 
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a small group and have no quoted 
market for their shares, the question 
arises as to how they should be valued 
on a price-earnings basis, Without a 
quoted market for their shares, the 
per-share price factor is missing in 
computing a price-earnings ratio for 
comparative purposes. Nor would the 
selection of an arbitrary price for the 
shares serve the purpose since it 
would result in an arbitrary ratio that 
would be of questionable value. 
But the problem can be met by 
selecting from the price-earnings 
ratios of publicly-owned companies in 
the same or allied fields an appropri- 
ate multiplier by which the earnings 
of the privately-owned company may 
be capitalized to arrive at a valuation. 


Since this method would evaluate 
a private company by the same yard- 
stick as for a public company, it poses 
the question as to whether or not it is 
a fair and proper basis of valuation. 
In other words, is a privately owned 
company worth as much, or more, or 
less than a public company, every- 
thing else being equal? There is no 
hard and fast answer to this question 
as circumstances alter cases. But on 
balance, the value of a small private- 
ly owned company probably should 
be discounted from that of a public 
company. For one reason, its shares 
are not as readily marketable as those 
of a company whose shares are pub- 
licly traded and have an investment 
following. This is usually a very real 
disadvantage from the standpoint of 
most investors who do not wish to 
risk being “locked in” with their in- 
vestments. Even if a public offering 
were made of its shares to provide 
such marketability, they would un- 
doubtedly have to be more attractive- 
ly priced than the shares of a public 
company to capture the interest of 
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investors. Such a price differential 
would be minimized if the private 
company enjoyed good public rela- 
tions and was well known to the pub- 
lic because of the high quality of its 
product brands or for other reasons 
whereby little or no selling of its 
“name” to investors would be re- 
quired. 


It must be recognized, on the other 
hand, that situations exist where mar- 
ketability of shares is not an important 
factor in reaching a mutually satis- 
factory valuation. Also, a_ small 
privately owned company, with an 
owner-identified management, may in 
fact work its capital to greater ad- 
vantage than a similarly situated pub- 
lic company. Comparatively, it should 
therefore be worth more on a sale, 
particularly if a suitable deal is work- 
ed out for the same management to 
continue to operate the company with 
the same effectiveness as when it 
owned it. Many other factors, cover- 
ing the whole range of reasons why 
one company may want to buy an- 
other, enter into the considerations 
surrounding the valuation of com- 
panies that any one of them in a given 
situation might readily justify estab- 
lishing a higher price-earnings value 
for a privately owned company com- 
pared to a public one. 


Minority Interest 


Another question that arises in con- 
sidering the use of the price-earnings 
ratio to value companies is that of 
valuing a minority interest as com- 
pared with a majority interest or out- 
right ownership. Here again there is 
no hard or fast answer to be given. 
Under normal circumstances it seems 
logical to assume that a minority in- 
terest should be valued at something 
less than a corresponding proportion- 
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ate amount of the value placed on the 
entire ownership interest. A 25% 
minority interest, in other words, 
should be worth something less than 
25% of the value placed on the com- 
pany as a whole. The reason for this, 
of course, is the inferior position oc- 
cupied by the minority interest vis-d- 
vis the majority interest in the event 
of any showdown over unresolved 
questions of policy. 

Where ownership of a company is 
widely dispersed, however, a minority 
interest of, say, 20% to 30% may in 
fact carry effective control. Under 
such circumstances, it may well be 
that a minority interest of that mag- 
nitude is worth something more than 
a pro rata amount of the value placed 
on the entire interest. For one reason, 
a relatively smaller capital outlay is 
required to obtain control by such 
means than would be the case if con- 
trol could only be acquired by pur- 
chasing a majority interest. For an- 
other, there may be important subsid- 
iary benefits to be gained from hold- 
ing a minority interest in a company, 
such as an assured supply of a re- 
quired product or an assured outlet 
for production. 


Ratio of Net Profit to Net Worth 


The second financial ratio used to 
test the profitability of investment in 
a company is the ratio of net profit to 
net worth or, as it is sometimes ex- 
pressed, the percentage of net profit 
earned annually on the stockholders’ 
investment. It is computed by taking 
reported net profits as a percentage of 
the shareholders’ equity, ie. the ag- 
gregate of the capital stock and 
surplus items as shown by the balance 
sheet. 


In making the calculation, any 





voluntary or surplus reserves appear- 
ing among the liabilities should be 
added back into the total of the 
capital and surplus items. This is 
done on the grounds that such re- 
serves are usually voluntary appropri- 
ations from the earned surplus ac- 
count and may ultimately be rein- 
stated, in which case they form part 
of the shareholders’ equity in the 
business. 

If a company’s capitalization in- 
cludes preferred shares and_ the 
profitability of the common share- 
holders’ interest alone is sought, an 
adjustment should be made in the 
computation. The claims of the prior 
ranking preferred shareholders on 
earnings should be deducted from 
the net profit figure. The balance of 
net profits is then computed as a per- 
centage of the capital and surplus 
items after first deducting the amount 
of the preferred stock. The preferred 
stock is usually deducted at its par 
value or if it is no par value stock 
then at the value at which it is 
shown in the capital stock account. If 
the preferred shares are redeemable 
at a premium, it is customary in cal- 
culating the ratio to deduct the pre- 
ferred shares at their par value plus 
the amount of the premium. 


Another refinement that is often 
made in the calculation to provide a 
more conservative result is to deduct 
from the aggregate of the capital and 
surplus items, the aggregate of any in- 
tangible assets such as goodwill, de- 
ferred charges and patents rights. 
Where this procedure is followed the 
ratio is termed ratio of net profits to 
tangible net worth. 


The ratio of net profits to net worth 
measures the earning power of a busi- 
ness enterprise and tests manage- 
ment’s efficiency in employing the 
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capital which the shareholders have at 
work in such an enterprise. The ratio 
is also useful in comparing the earn- 
ings performance of one company 
with another or with the average of 
all companies in the same industry. 
Obviously, the management of a com- 
pany which is making its capital work 
harder and more profitably than an- 
other is doing the better job, every- 
thing else being equal. As mentioned 
earlier, business enterprises are 
created to make profits. Net profits, 
in the last analysis, are the measure of 
commercial success attained by man- 
agement in all three management 
functions — merchandising, operating 
and financial. 


Typical Net Profit Ratios 


Any compilation of the ratio of net 
profit to net worth for a large assorted 


group of companies will show a wide 
range of results. This is due to the 
variations in the profitableness of 
different industries, in capital struc- 
tures and financial conditions and in 
managerial competency and _ risk. 
When the average is taken of the 
ratios for such a diversified group 
of companies, it will be noticed 
that the percentage which they earn 
on their net worth averages close to 
10%. For example, the percentage net 
profit returned on net assets for a 
group of 3,521 United States com- 
panies was 11.3% and 10.6%, respect- 
ively, in 1956 and 1957. Such aver- 
age results would appear to lend 
further weight to the concept men- 
tioned earlier that a business is worth 
10 times its earning power. 


For many years the Dun & Brad- 
street credit organization has com- 


RATIO OF NET PROFIT TO TANGIBLE NET WORTH 
FOR CERTAIN LINES OF BUSINESS, 1957 


Number 
of 
Line of business concerns 
Manufacturing: 
Industrial chemicals 67 
Foundries 108 
Paper boxes 69 
Wholesalers: 
Groceries 255 
Retailers: 
Department stores 447 


% of net profits 

Inter-quartile on tangible 

range net worth 
Upper Quartile 13.24 
MEDIAN 10.04 
Lower Quartile 7.21 
Upper Quartile 13.98 
MEDIAN 9.72 
Lower Quartile 6.27 
Upper Quartile 12.10 
MEDIAN 9.49 
Lower Quartile 5.96 
Upper Quartile 12.49 
MEDIAN 6.79 
Lower Quartile 2.94 
Upper Quartile 8.31 
MEDIAN 5.05 


Lower Quartile 2.13 
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PROFIT RESULTS OF CANADIAN COMPANIES, 1957 AND 1958 


Oil companies ... 

Metal companies 

Iron and steel companies 
Pulp and paper companies . 
Transportation companies . 
Merchandising companies 
Textile companies 

Milling and grain companies . 
Construction companies 
Public utility companies .. 
Foodstuffs companies 
Beverages companies 
Miscellaneous companies 
Timber companies 


piled a series of 14 key financial state- 
ment ratios including the ratio of net 
profits to tangible net worth. The 
compilation covers a large number of 
companies engaged in some 70 lines 
of business activity and which gener- 
ally have a tangible net worth of 
$75,000 or more. Lines of business 
activity covered include some 35 di- 
visions of manufacturing, 25 of whole- 
saling and the balance retailing. 

To show the variations in the stand- 
ard of performance among companies 
engaged in the same line of business 
activity and between those in one line 
of business and another, inter-quartile 
ranges for the Dun & Bradstreet ratios 
are worked out. This is done by ar- 
ranging the ratios in a graduated 
series with the largest at the top and 
the smallest at the bottom. The ratio 
lying half-way between the top and 
bottom of the series is then designated 
as the median. The ratio lying half- 
way between the top and median and 


Ratio of net profit 
to net worth 


1957 1958 


6.7% 
7.8 
79 
9.0 
3.4 

10.3 
5.2 
6.8 

10.6 
6.8 
8.8 
8.8 
9.5 
5.5 


7.4% 


between the median and the bottom 
are respectively designated as the 
upper and lower quartiles. 

The table on page 317, based on 
1957 results, illustrates the inter-quar- 
tile range for the ratio of net profit to 
tangible net worth for certain selected 
lines of business activity as taken 
from the Dun & Bradstreet studies. 

It will be readily apparent that sta- 
tistics such as these are extremely 
helpful in comparing the profitability 
of a company in which an investment 
is contemplated with that of others 
engaged in the same or other fields. 


Statistics with respect to the profit 
performance of Canadian companies 
are also published from time to time 
by The Financial Post. For example, 
the table above summarizes a com- 
parison recently published by that 
publication of the 1957 and 1958 
profit results of some 321 Canadian 
companies engaged in 14 different 
lines of activity. 
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Of interest in this table is the effect 
of a business recession on the profit- 
able operations of business enterprise. 
As may readily be seen the recent 
business recession which had its great- 
est impact during 1958 resulted in 
most companies experiencing a de- 
cline in the rate of return on their in- 
vestment compared with 1957. 


Past Results and Future Prospects 


Variations in economic conditions 
from year to year point up the fact 
that in making an analysis of the profit 
potential of a company or companies, 
reliance should not be placed on the 
results of only a year or two. To 
know that a business has been able 
to realize a 10% on net worth during 
the immediately preceding year is one 
thing, but to know further that during 
the past 10 years a loss was realized 
in 5 of the years is quite something 
else. If the long-run experience with 
an investment in a company is to 
prove favourable, then the average an- 
nual return on the investment should 
have proven to be adequate at the 
outset. To test for this factor of stabil- 
ity, annual earnings should be deter- 
mined over a complete cycle of gen- 
eral business conditions, usually a 
period of at least 10 years. 


In any consideration of investment 
in a company, some attempt must in- 
variably be made to assess future 
earnings prospects. While fairly re- 
fined and complex statistical measures 
are available for the purpose, a gen- 
eral estimate will usually suffice. This 
is particularly so as the information 
required for a more sophisticated 
analysis usually is not readily avail- 
able and the time, effort and skill re- 
quired for such future projections are 
often too great to be justified by the 
results, 
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In estimating future performance 
the common technique is to rely upon 
the recent past record and presume 
that the future, within fairly broad 
limits, will be governed by the past. 
Of course, no future projections are 
possible without some consideration of 
general business conditions. But given 
some appreciation of what the future 
holds in this regard, the estimate 
for a particular company tends to be 
tied to its own strengths and weak- 
nesses as portrayed by past perform- 
ance. 


Use of Source Material 


In computing the earnings ratios de- 
scribed above, it is important to note 
that the profit figure used is that of 
net profits after provision has been 
made for corporate income taxes. The 
government enjoys a “partnership” in 
business as a result of the income tax 
it levies. Moreover, this partnership 
entitles it to a compulsory share of 
business profits in priority to that of 
the beneficial owners. Therefore, pro- 
fit before taxes has no real significance 
as far as business owners are con- 
cerned since the profits are not avail- 
able to them until the taxes are paid. 


It is also important to inspect both 
the profit and loss statements and bal- 
ance sheets for any items that may dis- 
tort a proper computation of these 
ratios. In small businesses, for ex- 
ample, the reported net profit figure 
may be inflated or deflated by the ex- 
tent of the amount charged by owners 
against earnings for their services. In 
other cases, the net profit figure may 
be increased or reduced by insufficient 
or excessive charges for depreciation 
than are required under proper ac- 
counting procedure. Differences in 
the basis of inventory valuation may 
have a similar effect. Sometimes, too, 
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the amount of invested capital may 
include assets which are carried at 
only nominal book valuation. Such 
factors may cause these measurements 
of earning power to lose much of their 
value. 

Under most circumstances, it is 
usually sufficient to accept the 
financial statements on the basis of 
the auditor's certification or, if un- 
audited, as determined and judged by 
the person making the analysis. Once 
the validity of the statements is ac- 
cepted the detailed asset and profit 
data are, for all practical intents and 
purposes, taken at their face value. 

Since the profit figure used in com- 
puting the ratio of net profit to net 
worth represents an accumulation of 
earnings over a fiscal period, the net 
worth side of the calculation should 
ideally represent the average amount 
of the asset investment at work dur- 
ing such time. A simple averaging of 
the net worth value at the beginning 
and end of the period is generally 
sufficient for this purpose. In cases 
where it is known that there has been 
little or no change in the amount of 
the investment in assets during the 
period, a substantially satisfactory cal- 
culation can be made by using the 
figures of either the beginning or clos- 
ing balance sheets. 
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Conclusion 

While the two ratios just reviewed 
provide a mathematical measure of 
financial performance, they should not 
be used blindly as a substitute for the 
exercise of judgment. In any invest- 
ment situation under consideration, 
the normal thing for the parties in- 
volved is to investigate it, compare 
it, analyze it, check it, think about 
it and in general bring all their 
mental faculties:to bear on it before 
arriving at the terms on which they 
are prepared to deal. Very often such 
deliberation is merely a prelude to 
prolonged negotiations in which the 
art of bargaining receives full play 
with the better end of the deal being 
won by the better practitioner of the 
art. Sometimes too, outside con- 
siderations, such as the incidence of 
the tax liability in a transaction, may 
weigh more importantly in determin- 
ing final terms than the fact that satis- 
factory evidence of financial condition 
is revealed by a ratio. Subject to such 
limitations, however, these ratios are 
highly useful tools in the investigative 
process of determining the profitabil- 
ity of investment in a business. In- 
telligently used, they contribute im- 
portantly in reaching sound invest- 
ment decisions. 


Taxpaying in Britain, A.D. 97 


Tacitus, composing in A.D. 97 the biography of his father-in-law, Agricola, 
writes thus of the then inhabitants of Britain: “The Britons themselves 
submit to the levy, the tribute and the other charges of Empire with cheer- 
ful readiness, provided there is no abuse. That they bitterly resent, for they 
are broken in to obedience, not to slavery.” 


—Rating and Income Tax 
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Management Planning 





FRANK S. CAPON, C.A. 


As A BACKGROUND for this paper it is 
best to start with an outline of the 
structure of corporate entity, its scope 
and its organization, since everything 
that follows must be interpreted with- 
in this framework. The outline will 
be confined to companies incorporat- 
ed under the federal Companies Act, 
although provincially incorporated 
companies operate under substantial- 
ly similar legal provisions. 


Corporate Structure 


The Companies Act provides that 
any group of individuals (not less 
than three) may apply for a charter 
and may be incorporated as a com- 
pany with the powers set out in the 
Act and the charter. These powers 
are extremely broad. In fact, it is 
easier to say what companies cannot 
do than what they can do. For 
example, companies incorporated un- 
der this Act cannot run banks or rail- 
roads, carry on the business of insur- 
ance or issue paper money. In other 
words, they cannot carry on those very 
special functions which are reserved 
to government or to companies in- 
corporated under such laws as the 
Bank Act, the Trust Companies Act, 





the Canadian and British Insurance 
Companies Act and similar special 
legislation. Subject to these limita- 
tions, a company can carry on the 
business for which it is incorporat- 
ed, and exercise all the ancillary pow- 
ers needed to operate. 


A company’s by-laws set forth in 
detail the authority of directors and 
management, the authority and re- 
sponsibility of specific officers and the 
procedures which must be observed in 
the day-to-day carrying out of the 
company’s affairs. Certain powers 
and authorities are reserved to share- 
holders under the Companies Act. 
For example, the number of directors 
cannot be changed without approval 
of the shareholders, and changes in 
the capital structure can only be made 
with the approval of the shareholders. 
The Act also gives certain powers and 
authorities to the directors, such as 
the execution of contracts, the declar- 
ation of dividends, the appointment 
of officers and similar important mat- 
ters. However, the broadest of re- 
sponsibility for the day-to-day opera- 
tion of the company may be delegated 
by directors to officers and manage- 
ment and this delegation is accomp- 
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lished by the by-laws, or by resolu- 
tions passed under the by-laws. 


The board of directors is an execu- 
tive committee of the shareholders, 
who may delegate their power be- 
tween meetings to an executive com- 
mittee of the board comprised of not 
less than three directors. The ex- 
ecutive committee continues to be a 
part of the shareholder level in the 
corporate organization rather than a 
part of the management level, al- 
though frequently the existence of 
such a committee results in the dele- 
gation of less responsibility to man- 
agement. 

Management includes the executive 
officers of the company and other in- 
dividuals having supervisory respon- 
sibility. The power and authority of 
each officer, or of management as a 
whole, must be specifically delegated 
to him by the board of directors and 
must always be within the limitations 
set forth in the Companies Act. It 
is general for the president or man- 
aging director to be given the widest 
authority over the day-to-day opera- 
tion of the business subject only to 
policy directions and specific limita- 
tions set forth by the board, such as 
the limitation of authority to spend 
money on plant construction or to ap- 
prove salaries above a certain level. 


The organizational structure of 
different companies varies widely, 
partly because of size but frequently 
because of personal preference for 
certain titles or groupings. Funda- 
mentally, however, the various re- 
sponsibility groups in management 
are strikingly similar in all companies. 
For example, the chief executive of- 
ficer has general responsibility for all 
aspects of management regardless of 
whether he is a president, a chairman 
or managing director. Similarly, all 
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companies have a financial manage- 
ment responsibility regardless of 
whether it comes under the vice- 
president (finance), the treasurer or 
the controller. For manufacturing 
companies there will be a production 
responsibility even though it may be 
decentralized on a product basis, and 
there will also be a sales responsibil- 
ity which may be similarly decentral- 
ized. Most companies will have a de- 
velopment responsibility which may 
or may not include research. There 
is a similarity of functional responsi- 
bilities in every organization regard- 
less of the titles used. 

In recent years there has been a 
great deal of discussion on centraliza- 
tion and decentralization of manage- 
ment and also of the pros and cons 
of committee management. It is not 
necessary for purposes of the discus- 
sion of planning and of control to 
consider the advantages or disadvant- 
ages of decentralization or of the 
committee structure. The principles 
of planning and control apply equally 
regardless of whether or not a com- 
pany is decentralized and whether 
management responsibilities are vest- 
ed in individuals or in committees. 


Reasons for Planning 


The only link between an objective 
and its achievement is the plan of the 
steps or actions needed to get there 
and the order in which they must be 
taken. Those who aim to succeed by 
planning their course have a tre- 
mendous advantage over the great 
number who have no organized plan; 
the planners are ready for each de- 
velopment, and can take each neces- 
sary decision without hesitation be- 
cause the various alternatives have 
been evaluated, whereas those who 
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fail to plan must scurry around mak- 
ing hasty and ill-considered decisions 
every time a new development oc- 
curs. The planner has command of 
his course of action, has foreseen the 
probable difficulties, and has chart- 
ed his course around them. He 
keeps his head while others lose 
theirs, for hurry and surprise are the 
two most dangerous situations in 
business. 


The person who plans will first 
make sure where he is at present, and 
then determine his objectives. The 
planning of achievement of objective 
then takes a two-part form: strategy 
and tactics. The executive must de- 
termine the strategy by painting with 
a broad brush, but he can delegate 
decisions on tactics, for junior levels 
of management must be able to make 
day-to-day revisions in minor aspects 
of the plan, always keeping within 
the broad strategy. 


The mere committing of objectives 
and plans to paper will of itself give 
guidance and generate ideas. Even 
when only difficulties seem ahead, a 
formal analysis and evaluation of pos- 
sible courses of action will give a 
sense of balance and self-confidence. 
One great fault of our age is the tend- 
ency to rush into new ventures with- 
out enough study because of an over- 
powering fear that someone else may 
get there first. There is a mad en- 
deavour to leap from the ground to 
the summit rather than to climb 
scientifically, disregarding the _ infi- 
nitely greater risks involved in the 
leaping process. Many things are al- 
ready known about the future. The 
Gordon Commission painted a glow- 
ing picture of the Canada of 1980, 
but the timing of the great events 
foreseen remains cloaked in mystery. 
Thinking men are trying to establish 
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rough dates for the major steps, and 
are working towards these dates; they 
are planning the actions they must 
take and the timing of these actions 
in order to be in the right position in 
10 or 20 years. Orderly plans mean 
fewer unsolved problems, fewer false 
starts, an absence of random-work. 
In other words, planning results in a 
vital decrease in effort and increase 
in future efficiency, even if the plan- 
ner himself may not be around to 
reap the fruits. 


Scope of Planning 

A plan is no better than the men 
who make it, and objectives will be 
accomplished only if the right men 
are there to take the necessary deci- 
sions and actions. The organization 
function, that is the hiring, training 
and developing of men, is certainly 
the most important single task of 
management, for all of management's 
achievements must be accomplished 
through people, and a good organi- 
zation can only be built up by metic- 
ulous planning and careful but firm 
pruning. 

The scope of corporate planning, 
the degree of formality needed, the 
frequency of plan reviews, the timing 
of formal plan submissions, are all 
matters which must be custom-made 
for each company. Planning in some 
form takes place in every company, 
large or small, but in many it may be 
unconscious or relatively undevel- 
oped. 

Business is a venture, in some ways 
no different than a family motor trip. 
If you were taking the family away in 
the car for a few weeks, you would 
first obtain guide books, lists of ho- 
tels and all other information on the 
facilities available. In other words, 
you would obtain all present facts 
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Then you would consult the maps to 
determine the best way of reaching 
your destination. To ensure a suc- 
cessful trip, you would ascertain first 
what to expect and how to get there 
and then you would make all neces- 
sary reservations in advance; thus you 
would have guarded against disap- 
pointment and unnecessary trials en- 
route. We all know the kind of prob- 
lems experienced by those carefree 
individuals who just barge off in the 
car at the height of the vacation sea- 
son without any particular arrange- 
ments or plans. 


Planning can be summed up as the 
collection of all pertinent facts which 
may affect directly or indirectly fu- 
ture results or that part of the future 
now under study, the thoughtful 
weighing of those facts to test their 
accuracy, the evaluation of various 
pieces of information and the deter- 
mination of their implications, and 
finally, the charting of a course of 
operations, decisions and policies to 
take the fullest advantage of known 
facts and assumed events in order to 
reach the optimum objective. 


Timing of formal plans must de- 
pend on the speed with which cir- 
cumstances or cycles change and the 
degree of flexibility required. The 
important thing is to have a fixed 
timing for formal revision, because 
plans get out of date quickly and only 
a formal review will ensure that ne- 
cessary revisions to policies and de- 
cisions are made promptly. 


Mechanics of Planning 


We now come to the specific steps 
to be taken in managerial planning, 
the “how to” stage. First, there are 
two fundamental sets of information 
to be obtained, the external and the 
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internal. Then there is the task of 
evaluating and collating the informa- 
tion, and finally, the presentation of 
the information in a form calculated 
to be helpful in determining the ob- 
jectives and making the decisions 
needed to achieve them. 


(a) The external factors. Business 
is affected intimately by a great many 
factors beyond its control, such as the 
general level of prosperity in the 
country, access to foreign markets, 
tariff protection against imports, for- 
eign exchange rate trends, general 
availability of money for capital, gov- 
ernmental regulations on products or 
merchandising, and many others. 
The study of these external factors is 
called economics, and the expert in 
the field is the economist. It is he 
who evaluates and estimates the ef- 
fects of trends in gross national prod- 
uct, taxation and tariff policy, fiscal 
policy, and foreign trade movements, 
and political developments such as 
the European Common Market. 


Among their other accomplish- 
ments, managers must also become 
economists of sorts. Some can afford 
to hire highly skilled economic 
specialists to advise them, but in the 
final analysis they must apply their 
own judgment to the collected facts 
and must make their own appraisals 
in reaching decisions for which they 
cannot delegate responsibility. Every 
company is affected by external fac- 
tors, but the importance of these fac- 
tors is far greater to some than to 
others. 


A very great deal of information is 
constantly available on the external 
factors affecting business. The first 
basic source of information is the Do- 
minion Bureau of Statistics, but com- 
ing right behind are the daily press, 
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financial press, trade publications and 
a host of other sources. 


External factors are having an ever- 
increasing influence on business in 
Canada. The world is splitting itself 
up into trading blocs, and right now 
Canada belongs to none. Tariffs, 
quotas, exchange regulations and 
other weapons are being used increas- 
ingly by foreign governments to in- 
fluence world trade. Since a very 
considerable part of our gross na- 
tional product is directly involved in 
world trade, every company is con- 
cerned with these developments. No 
longer can we think and plan in 
terms of the local market alone. To 
succeed, the external factors must 
weigh heavily in our plans. 

(b) The internal factors. The in- 
ternal factors, that is those within the 
control of management, include po- 
tential markets for present products, 


plant capacities, potential diversifica- 
tion into new businesses, raw material 
cost trends, wage rate trends, com- 
petitive situations and research objec- 


tives. In these areas information, 
whether factual or estimated, is ob- 
tained from department managers 
throughout the company. A certain 
degree of formality is useful in ob- 
taining this kind of information, as it 
helps to ensure that all the useful in- 
formation is forthcoming in a form 
which can be readily coordinated. 
The preparation of written reports 
with formal statements and charts 
helps operating managers to give 
more careful consideration to their 
forecasts and estimates, at the same 
time providing administrative man- 
agement with facts in a more read- 
able and more consistent form. 


(c) Evaluating and collating the 
factors. Having obtained all the in- 
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formation which can be useful in 
planning the future course of the 
company, the problem for adminis- 
trative management is to sift the 
wheat from the chaff, retain only that 
information which is of real import- 
ance for planning purposes, then 
evaluate each specific piece of infor- 
mation. It is not sufficient to recog- 
nize that a certain fact is interesting; 
its effect on the company, either di- 
rect or potential, must be weighed in 
order to reach the decisions neces- 
sary to take full advantage of its po- 
tentialities. 


In some companies this analysis 
and evaluation of information for 
planning is done by an individual or 
committee at the top management 
level, but most often it is done as a 
staff function by the accounting staff. 
To make plans intelligible the assort- 
ed information must be expressed in 
a common language — dollars — so 
that it can be put together in the 
form of total results. All the market 
potentialities must finally be boiled 
down to a total figure for forecast 
sales, and all the diverse items en- 
tering into the production of goods 
must finally end up as a total cost of 
sales, before profit and return on in- 
vestment can be calculated. Only 
when these are reached can there be 
a policy review with administrative 
management to determine what steps 
must be taken to improve results, re- 
duce costs and expenses or diversify 
lines. 


Thus, there is placed on the ac- 
counting staff a heavy responsibility 
to assess masses of information com- 
ing from operating management and 
from the economist and other special- 
ists, to recognize the significance of 
each piece of information, to have a 
feel for the degree of optimism or 
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pessimism that has been built in, and 
to estimate the degree of accuracy of 
the final results produced by all the 
information. The accounting staff 
must have a broad, if superficial, 
knowledge of all aspects of opera- 
tions and external factors if it is to 
do a useful job in producing a con- 
solidated draft plan for management 
consideration, and it needs the fullest 
support and understanding from the 
other departments. The evaluation 
of information for planning presents 
unlimited scope for disagreement be- 
tween the accounting and other de- 
partments. Everyone's goose is a 
swan, and accountants must strive to 
be impartial, factual and forthright 
in submitting their final assessment of 
the information for management 
action, even though they may be ex- 
pressing unpopular views or inter- 
pretations. 


(d) The final planning document. 
The study of the consolidated report 
on planning information results in 
management decisions on the future 
course of action. Present policies may 
be confirmed, or changes may be 
found necessary to correct a fault or 
to take advantage of a new situation. 
Sales targets will be firmed up, cost 
and expense budgets can be fixed, 
salary and wage rate policies estab- 
lished. The effect of forecast operat- 
ing results on the company’s finan- 
cial position will be shown, so that 
decisions can be taken on dividend 
policy, plant expansion, new capital 
needs and sources, inventory manage- 
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ment and the other balance sheet 
items. Then, after all decisions have 
been made and there is top manage- 
ment agreement on the planned 
course for the future, the final plan 
document can be prepared for di- 
rectors. 

This document may be in one of a 
variety of forms. It is, however, im- 
portant to bear in mind that, if the 
objective is to be reached, each man- 
agement level must know enough of 
the plan and its aims to make the 
day-to-day decisions calculated to 
keep their units in line with the total 
objective. 


Conclusion 

Planning consists of collecting all 
the pertinent data, both internal and 
external, making reasonable assump- 
tions on future developments based 
on present and past facts, and evalu- 
ating the information and assump- 
tions objectively, without bias. 


The man, or the company, who 
plans ahead rather than proceeding 
blindly by intuition is most likely to 
succeed in the long run. Based on 
this information, policies must be 
formulated, decisions made on the 
course to follow and limits for costs 
and expenses established; financial 
needs must be determined, with new 
capital needs being defined and 
sources of capital decided. Sufficient 
information must be given on the 
plan to all levels of management to 
enable them to operate according to 
the long-range objective. 
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A Dynamic Approach to 
Overhead Control 


GERALD G. FISCH 


OVERHEAD CONTROL means many dif- 
ferent things to key executives and 
accountants. Some businessmen fear 
overhead costs and make every effort 
to keep them at a minimum. Some ac- 
countants in turn find overhead costs 
a nuisance, seeking to apportion them 
away in ingenious ways by distribu- 
tion over various measured activities, 
such as direct labour, direct material 
utilization and machine hours. 


Further problems arise out of the 
complexities of product pricing, de- 
preciation, inventory evaluation, taxa- 
tion or tax department rulings, and 
management demands for control. All 
of these factors have seemed to make 
the whole subject of overhead control 
a most burdensome topic. 


It is, of course, recognized that the 
specific cost elements involved in dif- 
ferent companies and their relative 
significance in each business are dis- 
tinct and unique to a given business 
and to a given industry. However, the 
principles outlined in this paper may 
be applicable to several operations. 
This article is written in the frame- 
work of a manufacturing company, 
which by and large performs all the 
functions of product conception, de- 
sign, research, engineering, manufac- 
turing, distribution and others as in- 
dicated on table 1. (See page 329) 


In order to define our terms, over- 
head costs are perceived to be all 
items of cost, with the exception of 
direct labour and direct material. 


Overhead control is defined as cost 
determination, collection, reporting 
and executive action, which will tend 
to yield efficient utilization of all cor- 
porate resources. 


These definitions are, of course, not 
perfect. It is readily apparent that 
the classification of costs into two 
groups, one essentially direct costs, and 
the other into a group of supposedly 
indirect costs is completely arbitrary. 
However, this arbitrary definition has 
become modern common usage. With- 
in the last 15 years there has been 
some controversy in accounting cir- 
cles between essentially two factions. 
One takes overhead cost elements and 
charges them against income as they 
are incurred. This school describes 
itself as the direct costing group. An- 
other group which has been around 
the business scene a great deal longer 
apportions overhead costs, sometimes 
in simple ways and sometimes in quite 
complex and ingenious ways. This 
writer believes that everyone is sin- 
cerely groping for some way of prop- 
erly reflecting the actual costs incurred 
over a period of time. As every ac- 
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countant knows, the real devil in the 
situation is time, and his assistant is 
complexity of measurement. Overhead 
costs confuse a great many people be- 
cause it is difficult to assess when and 
how a business achieves a benefit for 
a specific item of cost incurred today 
or any other day. Furthermore, the 
relative value on any basis, whether 
dollars or units, of any item of over- 
head cost is equally difficult to deter- 
mine. 


Again in the area of control, much 
confusion has existed in the past and 
still exists. Even Mr. Webster or any 
other authority has difficulty with the 
word control. Several definitions are 
given: to “exercise directing, guiding 
or restraining power over; to test or 
verify; to rule, govern, dominate, di- 
rect, restrain or regulate, the appar- 
atus used to control the mechanism 
or machine in operation”. 


Elements of Control 
For the purpose of this paper it is 
assumed that control has three basic 
elements: 
1. The planning element — where 
basic decisions are made as to the 
company’s future program. 


bo 


The. staff work — involved in es- 


tablishing specific expenditure 
levels for each activity, and sub- 
sequently developing reports 


showing expenditures in relation- 
ship to programs and in relation- 
ship to performance. 


3. The directive element — where 
the information prepared is used 
by appropriate executives to take 
suitable remedial or other action, 
or no action as they see fit. 


These elements can be further 


simplified into two elements: 
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1. The staff work involved in plan- 
ning, measurement and reporting. 


2. The authority involved in approv- 
ing plans, approving budgets and 
making decisions on the basis of 
facts and reports provided. 

We have thus made certain simpli- 
fying assumptions to permit us to deal 
with both the subject of overhead 
cost and control. We have also seen 
how overhead costs differ from direct 
costs. 

Effective overhead control is be- 
coming more and more vital because 
the speed with which events move 
and change is increasing very rapidly. 
It is therefore the contention of this 
paper that a dynamic approach to 
overhead control is indicated. Natural- 
ly, some companies have been effec- 
tive in this regard. 

While some of the thoughts put 
forward may be new, the basic en- 
vironment for these concepts certain- 
ly exists in many companies. Un- 
doubtedly many of the ideas will be 
familiar. 

A segmented approach to overhead 
control, and indeed a segmented ap- 
proach to any phase of business op- 
eration, seems to be no longer pos- 
sible. We need instead a unified total 
concept where the various approaches 
and techniques of management plan- 
ning and control are integrated into 
one total framework. Without this 
integration, the cost of overhead con- 
trol becomes excessive and the re- 
sults sometimes questionable. 


Possible Principles of Dynamic 
Overhead Control 

In no sense does this paper attempt 
to solve all the problems relating to 
overhead control for any given com- 
pany. Rather, it attempts to develop 
in fairly broad overall terms a current 














A DYNAMIC APPROACH TO OVERHEAD CONTROL 


TABLE 1 


Basic Overhead Costs Elements of a Typical Manufacturing Company 


I General Management 

II Product 
1 Conception 
2 Research 
3 Development 
4 Engineering 

III Manufacturing (indirect) 
1 Machinery and facilities depre- 
ciation 

2 Electricity 
3 Light & heat 
4 Indirect labour 
5 Supervision 
6 (Non-productive) materials 


and perhaps dynamic approach to the 
field of overhead control. Table 1 
describes some basic overhead cost 
elements for a typical manufacturing 
company. To anyone who has had a 
suspicion that overhead costs must al- 
ways ‘be kept to a minimum, this list 
must surely provide food for thought 
in re-examining this widely accepted 
concept. Again the thought that over- 
head is “evil” or “bad” must surely 
also be re-examined in the light of 
table 1. The proper performance of 
these functions is vital. 

If a company is dependent on new 
products for maintaining its competi- 
tive position, a reduction or elimina- 
tion of research may be far more 
detrimental to the overall profit posi- 
tion than any possible benefits of 
short-range savings. To take another 
example: A drastic reduction of sell- 
ing and advertising effort (whence 
overhead cost reduction) in a declin- 
ing market may in the extreme put a 
company out of business in the pro- 
duct groups where this “bad” over- 
head is eliminated. Thus, we see that 
overhead is not “bad” but represents 
cost elements which are an essential 





IV Marketing 
1 Direct selling 
2 Sales promotion incl. advertising 
3 Sales management 
4 Warehousing & distribution 
5 Customer service including en- 

gineering ~ 

V_ Typical staff departments 
1 Treasury, finance and secretarial 
2 Industrial relations and personnel 
3 Legal 
4 Public relations 


and vitally necessary part of a cor- 
poration’s functioning. 

It appears that almost everyone can 
understand that value is added to a 
product through the application of 
direct labour and direct material. 
Economists have little difficulty with 
the concept that value is added by 
what they refer to as time and place 
utility which is a key contribution of 
the marketing function. Nevertheless, 
there are still a good many account- 
ants and a good many managers who, 
when sales drop, reduce their adver- 
tising budget, weaken their direct sell- 
ing effort and refuse to order that 
new piece of machinery which would 
eliminate the quality control problem 
on product A. The inadvisability of 
such a course of action from a rational 
point of view is quickly evident when 
we consider that sales may be drop- 
ping off because of poor quality and 
because of inadequate selling cover- 
age. Therefore, a possible first prin- 
ciple of dynamic overhead control 
suggested by this paper is as follows: 
“Consider each overhead cost element 
in relationship to its individual short 
and long range contribution to the 
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overall profit and growth result.” If 
the element has a contribution to 
make, and if this contribution has 
been properly assessed, this cost must 
be incurred if the total corporate ob- 
jective is to be achieved. 


A second possible principle of dy- 
namic overhead control might be as 
follows: “Consider that the relative 
contribution of each overhead cost 
element must be carefully considered 
one to another and each to the total 
cost and revenue.” Thus, the corollary 
to this principle is that a reduction 
in one overhead cost element may 
only be considered in the light of the 
effect of that reduction on every other 
cost and revenue element. The total 
profit or growth or any other com- 
mercial or non-commercial result of 
an organizational unit is, of course, 
the direct result of each of the com- 
ponent parts. Therefore, if the activi- 
ty represented by that element is in 
balance with every other element a 
change in one will invariably affect 
all the others. 


Finally we are ready to look at table 
2 entitled “Sequence Approach to 
Overhead Control”. Table 2 is built 
on table 1; essentially table 1 says: 
“Just as it is true that without direct 
labour and without direct material a 
product cannot be manufactured, it is 
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equally true that without product con- 
ception and without research and de- 
velopment, without engineering and 
design, manufacturing cannot function 
at all, for the product would not even 
exist.” And, again, products do not 
sell themselves. Therefore without an 
appropriate well planned expenditure 
in marketing effort, sales results are 
not achieved and therefore selling 
costs must be proportional to sales 
results under the circumstances in 
question over an appropriate time in- 
terval. For example, arbitrary control 
rules such as “Selling costs must not 
be in excess of 10% of net revenue” 
have no real validity. In the case of 
a new product 30% and 40% and 
50% might be quite appropriate 
whereas in the case of an established 
product 6% may be excessive. Volume 
variance control in manufacturing is 
readily understood and the need for 
standby cost in manufacturing is also 
fully understood. The same identical 
philosophy applies to the two other 
basic functions of product manage- 
ment and marketing, for in the product 
function once the nucleus group for 
product conception, research, develop- 
ment and engineering is disbanded, 
the lag or delay time in producing 
future new products may be long in- 
deed. Again, certain minimum activ- 
ities must be maintained in the mar- 


TABLE 2 


Sequence Approach to Overhead Control 


. Long-range and short-range planning: 


a) Establishment of overall objectives and targets 
b) Development of detailed programs 


. Organizational adjustments to goals and plans. 


. Establishment of departmental standards of performance to match programs. 

. Development of rigid budgets to be adjusted quarterly for each sub-unit. 

. Reporting on the basis of specific responsibility, controlling ratios or proportional 
spending in relation to results, as well as actual expenditures and actual results in 
relation to targets and original programs. 





A DYNAMIC APPROACH TO OVERHEAD CONTROL 


keting area if the company is to have 
worthwhile sales results. 


Accountants can play a major role 
in providing imaginative overhead 
control. The chart of accounts and 
all other control procedures should be 
revitalized continually in the light of 
changing management needs, and 
changing corporate objectives and 
programs. The availability of new 
systems and procedures and of new 
and very rapid computing devices 
also provides an ideal opportunity 
for the dynamic re-examination of 
overhead control systems and over- 
head accounting systems to achieve 
maximum effectiveness in any cor- 
poration. 


Returning to table 2 we find that at 
the beginning of any overhead con- 
trol system must be the establishment 
of corporate objectives and targets in- 
cluding profit targets and revenue tar- 
gets by product groups and by end-use 
markets. These programs are then 
translated into financial terms. Over- 
head cost commitments inherent in 
the approved programs can then be 
developed for budgetary, cash flow 
and other control purposes. 


Since the raison détre of an organ- 
ization is to achieve corporate ob- 
jectives, an organizational review 
aimed at adapting the organization, if 
necessary, to changing corporate ob- 
jectives and changing corporate pro- 
grams is an important step. Thus, 
at point three we must adapt our 
overhead control system to organiza- 
tion changes and to the new plans, 
programs and objectives of the cor- 
poration. 


The fourth point is the development 
of rigid budgets to be adjusted 
quarterly for each sub-unit in the or- 
ganization. Rigid budgets (to be ad- 
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justed quarterly) are suggested to 
emphasize that from a management 
point of view varying the overhead 
cost items directly with manufactur- 
ing activity is usually unwise. Must 
not the order procurement or sales 
activity precede the manufacturing 
activity? Must not the sales dollar be 
imaginatively spent before we ever 
achieve manufacturing activity? 
Therefore the establishment of rigid 
budgets to match corporate programs 
is suggested. These budgets can then 
be reviewed in the light of new facts 
and circumstances on some regular 
basis. Four times a year seems ade- 
quate in most instances although per- 
haps not in all instances. What is 
suggested here is not a drastic change 
from some of the concepts of flexible 
budgets. Rather the whole contention 
of this article is that any management 
program must be carried out without 
major changes for a minimum period 
of time in order to make certain that 
the program has a chance to succeed. 
If this is true, then the costs implicit 
in such a program must be incurred 
without change for that period. 
Hence the rigid budget is recom- 
mended until the first review of the 
program comes up, and ample time 
has been allowed to properly evalu- 
ate the actual performance with the 
anticipated performance. Only at this 
point can the budget become tempor- 
arily flexible to allow for adjustments 
in the light of experience. As soon 
as these adjustments have been made, 
the budget again becomes rigid in 
order to allow the adjustments appro- 
priate time to produce the desired 
result. 


The other item is the reporting of 
actual results in relationship to targets, 
and actual expenditures in relation- 
ship to programs. 
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Indeed, under the sequence control 
program of table 2, a management 
may well penalize an executive as 
hard if not harder for failing to carry 
out a program which has been ap- 
proved on schedule and for failure 
to spend funds as approved, as it 
would penalize an executive for 
spending money far in excess of 
authorized or budgeted expenditures. 


While the author naturally sub- 
scribes to the views suggested above, 
there are certain inherent human 
problems in achieving the dynamic 
approach to overhead control suggest- 
ed in this paper. No matter how well 
conceived the plan or _ program, 
when short-range reverses in business 
are evident, there is a most serious 
temptation triggered by fear to cur- 
tail expenses even if the long range 
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effect of this curtailing of expenses is 
a more serious reverse than any aspect 
of the short range downturn. Also in 
a rising market and with increasing 
volume, there again is a temptation to 
raise expenditures above optimum 
levels. 

It is, of course, readily apparent 
that for any given business at any 
given point in time, considering both 
immediate and long range objectives, 
there is an optimum level of overhead 
expenditures and a balance of over- 
head elements which, if shrewdly 
utilized, will yield the optimum profit 
and growth result for the corporation. 

The objective of overhead control 
now and in the future should be the 
determination and pursuit of this 
optimum mixture of overhead ele- 
ments and their imaginative control 
individually, in balance and in total. 


On the Reason for Year-End Adjustments 


It should be remembered . . . that accounting must of necessity be 
a practical procedure, that ideals must often be sacrificed to expediency. In 
other words, the ideal situation would be for the accounts to exhibit at all 
times both the facts as they occur and the financial situation of the enter- 
prise as it exists at any moment. It is more practical, however, to ignore 
the latter in the day-to-day bookkeeping procedure and make the necessary 
adjustments only periodically to show the true condition as it exists; that is, 
the situation need be shown exactly only at the times when the books are 
to be closed and the financial statements are to be prepared. The cost of 
record keeping is increased too much by an attempt to keep the accounts 
constantly up to date. Cost is always important; record keeping must not 
be a burden; it must be a help to business operations. 
— Louis O. Foster in “Introduction to Accounting”, 
p. 210; R. D. Irwin, Chicago, 1941. 





The Problems 
of Operating 


Ocean Freighters 


G. MALCOLM MURRAY, C.A. 


IN THESE DAYS of r. ddern transporta- 
tion methods, coupled with the de- 
velopment of the St. Lawrence Sea- 
way, people are again becoming very 
much aware of ocean transportation 
and the many ships which carry goods 
to and from our Canadian shores. 
While some are content to see a ship 
and possibly wonder where she has 
come from, very few realize the com- 
plexities of the modern steamship 
world. In general, shipping today is 
divided into two classes: vessels en- 
gaged in liner service that operate on 
a scheduled route at given times and 
ships that travel anywhere around the 
world and carry any type of cargo. 
Most matters in the shipping world 
today hinge around the type of char- 
ter which a ship owner can obtain for 
his vessel. With so many companies 
operating regular liner services be- 
tween particular countries, it is very 
often necessary for them to take other 
ships on time charter to maintain the 
schedule of sailings which they have 
agreed upon. In fact, at the present 
time, many companies with services 
into Canadian ports are operating 
time-chartered tonnage because they 
do not have enough ships of their 


own and, more particularly, because 
it is cheaper to operate by this meth- 
od. Other owners may obtain char- 
ters of a different nature, such as a 
bare-boat charter or single-voyage 
charter. These charters are normally 
fixed through brokers. Each owner 
has his own broker who will work 
with other brokers in obtaining suit- 
able employees for the vessel accord- 
ing to how long the owner wishes his 
ship to be employed and in what par- 
ticular trade he is mainly interested. 


Charter-Party Agreements 

The agreement whereby ships carry 
their cargoes for hire is called a char- 
ter party of which there are three 
kinds. The charters are obtained 
through brokers who negotiate for the 
highest or best terms. The suitability 
of the terms may influence the owner 
as to which of the three types of char- 
ters will be undertaken. 


1. Bare-boat charter 

This is the leasing of the ship by 
the owners to the charterers for a fixed 
period of time at a stipulated rental 
per month. The charterers pay all op- 
erating expenses of the ship. This 
type of charter is quite popular where 
there is a surplus of freighters avail- 
able for world trade. The owners un- 
der these circumstances are interested 
in the leasing of ships on a bare-boat 
basis as this relieves them of all the 
expenses. These charters may vary 
from two to five years. 


2. Time charter 

This is a contract where the owner 
leases the ship for a specified period 
of time at an agreed rate per month. 

In this type of agreement the owner 
would be responsible for the crew and 
various minor expenses, with the 
charterer paying all stevedoring costs, 


833 





334 


port dues, bunkers and any special 
charges incurred by the ship as a re- 
sult of his operations. 

A ship which is operating under a 
time charter sometimes runs into diffi- 
culties which may prevent the ship 
from operating, such as dry docking 
for repairs. Should the vessel go off 
hire for reasons of breakdown, etc., 
the owner must refund to the chart- 
erer a portion of the hire when the 
ship is not available and the owner is 
directly responsible for all expenses 
incurred by the ship during the hire 
period. It is normal practice, how- 
ever, in most time charters to allow a 
fixed period per month for running 
repairs in addition to a normal allow- 
ance of two weeks per year for annual 
dry docking. 

The long-term time charter is most 
popular with the owners in a falling 
freight market. Under normal condi- 
tions time charters may vary from 
three months to two years. At the 
present time, freight rates are very 
low because world trade has slack- 
ened and there is keen competition 
among ship owners to keep their 
ships operating. 


3. Voyage charter 

A voyage charter is a contract be- 
tween the owner and a charterer 
wherein the owner contracts to take a 
cargo or cargoes from one port to an- 
other for an agreed sum of money. 
The owner in this case would normal- 
ly pay all the expenses. The voyage 
charter is the most popular charter 
party for the owner at the time of a 
rising freight market. The ship is not 
under contract for a long period of 
time, usually not exceeding three 
months. In these circumstances, the 
owner can take advantage of the ris- 
ing market. 
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The terms of a voyage charter 
usually provide for a certain number 
of days for loading and discharging 
cargo. If the cargo is loaded or dis- 
charged in less time than the terms of 
a charter party, the owners pay out 
a share of their saving of the ship’s 
time and this is called “despatch”. If 
the ship takes more time than agreed, 
the owners receive additional income 
called “demurrage”. The rate of de- 
murrage is usually double the rate of 
despatch. 


Quite often charter parties are sign- 
ed many months before the ship is 
available. The rates of charter hire 
may change between the date of sign- 
ing the charter party and date the 
ship commences the charter. When 
there has been a substantial change in 
the freight rates the owners and chart- 
erers may negotiate for a change in 
the freight rate. If renegotiation fails, 
there may be a cancellation wherein 
one party pays the other a certain 
sum as compensation for the cancella- 
tion of the charter. Both sides are 
then free to negotiate at the current 
rates, 


On a recent decision of the Ex- 
chequer Court (Bedford Overseas 
Freighters Ltd. v. MNR) it is allow- 
able for tax purposes to deduct money 
paid out by the owners to cancel a 
charter party even though the can- 
cellation permits the owners to under- 
take new charters at a higher freight 
rate. 


The method of freight payment var- 
ies. Bare-boat and time charters are 
paid monthly and in advance. Voy- 
age charters are paid usually 75 to 90% 
on loading of cargo with balance on 
completion of delivery of cargo, The 
terms of some voyage charters are 
100% on loading and may not be re- 
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turnable to the charterer whether or 
not the cargo is lost enroute. 


Accounting Problems 

Accounting problems are created by 
the ships travelling around the world 
and are complicated by the currencies 
of the different countries which the 
ships visit. 

For both time and voyage chart- 
ers, accounting records are set up to 
maintain the revenues and expenses 
of each voyage for each ship. A sub- 
sidiary record is maintained to record 
the costs of each ship under the fol- 
lowing headings: wages, bunkers, en- 
gine and deck stores, port dues and 
expenses including stevedoring, re- 
pairs to hull, deck and engine, provi- 
sion and stewards’ expenses, insur- 
ance, brokers and charterers’ commis- 
sions, management fees and despatch 
and demurrage. All the above head- 
ings apply to voyage charters whereas 
only part of them apply to time char- 
ters. 


A ship travelling the oceans may 
purchase provisions in Hong Kong or 
Australia; make advances to crews in 
India or Brazil; buy bunkers at Pulo 
Bukom in Italian Somaliland or Taku 
Bar in China; have repairs made in 
Germany or Italy or make some ex- 
penditure at any port of call. At all 
various ports of call funds are ad- 
vanced to steamship agents who look 
after the needs of the captains and 
the ships. They send a statement of 
account to the owners or their rep- 
resentatives accounting for the ad- 
vances made, returning any excess 
funds or requesting additional funds 
if required. Suez and Panama Canal 
fees are always handled by the ships’ 
agents. 


Receipted vouchers are completed 


in the currencies of the country where 
disbursement was made. They are 
forwarded by the agent and they must 
be converted to Canadian currency for 
inclusion in the accounting records. 
A foreign exchange account is carried 
on the books to absorb the differences 
in exchange rates. At the balance 
sheet dates many advances may have 
been made to the agents at various 
ports for which the company has not 
received an accounting. Often two 
years or more may elapse before par- 
ticulars of the disbursement of these 
advances are available. They must 
then be carried as outstanding receiv- 
ables unless it is possible to make a 
reasonably accurate estimate of the 
actual expenses at the particular ports. 


Normally, crews sign on and off 
their ship in their home country. The 
record of wages due to each seaman 
or crew member is maintained by the 
captain on the payroll record and is 
called a portage bill. The record 
shows rate of pay and actual pay for 
the period, deductions, allotments sent 
to next of kin, advances received at 
different ports of call, personal items 
drawn from captain’s stores, overtime 
pay and any fines or forfeitures. This 
pertage bill is not completed until 
the ship returns to her home port or 
some other port in her home country. 


As previously mentioned, due to the 
ship going anywhere around the 
world she may not return to the home 
country for a long period; hence, the 
portage bill is not completed at any 
definite or specified time. When the 
ship is away over the fiscal year end 
of the company, an estimate must 
then be made of wages applicable for 
the operating period to be included in 
the financial statements. 


Sometimes because of illness, deser- 
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tions, accidents or some other event 
crew members must be replaced at 
the port where the ship is calling. 
Quite often the people replacing the 
crew may be from India or China. 
When this happens, special food must 
be carried for them. In some cases 
live animals must be taken on board 
which these crew members kill them- 
selves. The Lascars from India and 
the Chinese must be returned home 
at the termination of their employ- 
ment period. Sometimes it is neces- 
sary to send them by air, and provi- 
sion for this eventuality should be 
made in the financial statements. 
Where actual air transport expense 
occurs, it is an allowable income 
tax deduction, but estimated provision 
is not. 


Practically all the expenses relating 
to deck and engine stores, bunkers, 
port dues including stevedoring, pro- 
visions and stewards’ supplies and 
despatch are paid by the owner's 
agents, and usually there are no par- 
ticular year-end problems except in 
relation to the outstanding agents’ ad- 
vances referred to above. 


Insurance and Commissions 


Insurance coverage is carried on the 
ship and the payment of the premium 
may vary from an annual to semi-an- 
nual to quarter annual payments. 
Special insurance for certain areas 
where the risk is considered greater 
must be carried and care must be 
taken to ensure any liability is includ- 
ed. This special insurance expense 
will apply to both time and voyage 
charters but in the case of time char- 
ters, the expense is usually recovered 
from the charterers. 


The ships provide their own cover- 
age on their crews for medical and 
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hospital. The different ship-owning 
companies form a club and make a 
call on the owners for a certain am- 
ount a year depending on tonnage 
and number of ships. All claims are 
forwarded to the club. At the end 
of each year an accounting is made, 
and the deficit or net cost of claims 
is shared by the ship-owning compan- 
ies. These accounts may be three 
years late being rendered, and for the 
financial statements an estimate must 
be made of the outstanding liability. 


Brokers’ and charterers’ commis- 
sions present no accounting problem, 
but the amount or rate may vary on 
the different charters. This is a com- 
mission paid on the freight and can 
vary from a total of 34% to 7% depend- 
ing on the number of brokers and 
charters concerned. A Canadian com- 
pany will have managers in England 
and sometimes in the United States. 
These managers charge a manage- 
ment fee of so much per month per 
ship and may also receive a charter- 
er’s commission on the freight which 
each ship earns. This will depend on 
whether the foreign managers partici- 
pate in the negotiation of the charter 
parties. 


Normal repairs include an annual 
survey which is required by the un- 
derwriters, and a special survey is 


necessary every four years. The re- 
pairs completed on a ship after a voy- 
age and before delivery to a new own- 
er when sold requires close scrutiny, 
otherwise the officials of the Income 
Tax Department consider it a deduc- 
tion only from the sale price of the 
ship. 

The accounting treatment of voyage 
charters differs from that of time char- 
ters. The revenue and expenses of a 
time charter are accrued and record- 
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ed for tax purposes on a daily basis. 
The revenue and expenses of a voy- 
age charter are recorded or included 
in income only on the completion of 
the voyage. 

No great problem exists in deter- 
mining the revenue and expenses ap- 
plicable to the fiscal period where a 
time charter is completed shortly af- 
ter the year end of the company. 
Where a time charter is not completed 
for many months after the year end, 
the applicable revenue and expenses 
are determined on the basis of the av- 
erage daily costs of previous time 
charters. 


Sea Damage 

The cruel sea is often a challenge 
to ships. They encounter storms, hur- 
ricanes, unchartered shoals and other 
ships. When any of these occur, they 
may suffer damage the extent of 
which varies from complete loss to 
damaged bows or lost propeller, and 
may create some special accounting 
problem. 

The extent of the damage must be 
surveyed and estimates obtained of 
the cost of repairs in order that a 
claim be made against the insurance 
underwriters. As they may occur 
anywhere in the world, surveyors are 
appointed by the owners if one of 
their own is not available in that 
country. The extent of damage and 
the cost of repairs is then negotiated 
with the insurance underwriter. This 
procedure takes much time and quite 
often three to five years may pass be- 
fore a claim is settled. The problem 
for the accountant at the year end, 
when repairs have been completed, 
is to determine or estimate what am- 
ra should be provided as recover- 
able. 


At the same time it is usual for the 
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insurance underwriters to have a rep- 
resentative of their own to safeguard 
their interests. A ship owning com- 
pany usually has on its staff a shore 
captain and chief engineer, whose du- 
ties are to investigate the ship’s dam- 
ages and oversee the repair work at 
the shipyards. These men have had 
many years sea time. 


Should the ship run aground, it is 
sometimes feasible to refloat it in or- 
der to discharge the cargo and to de- 
termine extent of damage. The ex- 
penses of doing this are very high and 
are claimed against the underwriters. 
Not all of these expenses may be paid 
by the insurance company. Those not 
recovered are then deducted from in- 
come of the company. 


In some instances, after refloating, 
the ship is not worth repairing and 
may be declared a constructive total 
loss. In this case the insurance com- 
panies pay the owners the full cover- 
age and take the hull which is usual- 
ly sold for scrap. The underwriters 
may settle for something less than full 
coverage and permit the owners to 
retain the hull. The underwriters 
may argue that the ship can be re- 
paired for less than the insurance cov- 
erage and negotiate for a settlement 
on that basis. The owners may not 
agree, but a settlement is made which, 
as far as the owners are concemed, 
is the proceeds from the disposition or 
loss of the ship. 


Under some types of contracts the 
freight revenue is insured to protect 
the owners if freight has to be re- 
turned for non-delivery. When the 
cargo is not at the owner's risk and 
both ship and cargo are lost, then the 
freight insurance recovery is consid- 
ered an additional recovery on the 


hull. 





338 


Depreciation Allowance 


Depreciation is usually recorded on 
the books of account at the rates of 
capital cost allowance allowable for 
income tax purposes. The normal rate 
of depreciation was 6% up to 1948. 
For the ships purchased from the 
Canadian government, double depre- 
ciation was also allowed which was 
another 6%. For companies whose in- 
come was sufficient in the first year of 
operation, a special 13% allowance 
was permitted also. When the de- 
preciation rates were changed in 1949, 
the normal rate became 15% on the 
residual value whereas the double re- 
mained the same at 6% on cost up to 
a cumulative maximum of 50% of cost. 


In order to claim any capital ex- 
penditure which may have been made 
up to 1948, and on which double de- 
preciation was desired to be claimed, 


the Income Tax Act required the filing 
of a capital expenditure depreciation 
claim. For a period after 1949 there 
was no provision for claiming extra 
depreciation, but later the Act was 
changed to give an impetus to Cana- 
dians to build new ships or improve 
old ones by now permitting capital 
cost allowance of up to 1/3 of cost if 
profits available. Proper application 
must be made, however, in order to 
have this privilege. 


Canadian Shipbuilding 

During World War II, Canada 
built a considerable number of ocean- 
going vessels of the Park and Fort 
type and, in the period from 1945 to 
1950, the government sold these ves- 
sels to different Canadian companies. 
The sale price of the ships sold in 
1950 was between $300,000 and $400,- 
000. Most of the ships were convert- 
ed immediately from coal-burning to 
oil-burning. The cost of that conver- 
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sion was between $40,000 and $50,000. 
The value of the ships on the open 
market has substantially risen until 
this year. The Canadian Maritime 
Commission has to approve the sale 
price of any ships which were pur- 
chased from the Government. 


The original buyers were restricted 
if the ships were sold other than to 
another Canadian company. They 
were required to use the proceeds for 
buying or building new Canadian 
ships or were penalized. The funds 
from sale are placed in escrow in a 
bank in Ottawa where all withdraw- 
als have to be approved by the Cana- 
dian Maritime Commission. The 
owner of the funds in escrow could 
sell the funds to another Canadian 
company if it did not wish to ac- 
quire new ships. The owner of the 
funds usually had to suffer an 18% dis- 
count or loss on sale which, in most 
cases, would be less than any penalty. 
If the funds from the sale of a ship 
were used to build a new ship in Can- 
ada, the depreciation on the ships sold 
would not be recaptured. It is not 
important whether the company 
which sells the ship builds the new 
one in Canadian yards but only that 
the proceeds of sale are used for new 
Canadian building. 


The Canadian ocean-going fleet has 
been decreasing for the last ten 
years. The prime reason for this is 
that the cost of operating Canadian 
ships is very high due mostly to 
crew's wages, insurance and the cost 
of ships themselves. 

While it is a great pity that these 
ships have been transferred to other 
flags, it is to be hoped that with the 
development of Canadian resources 
and trade something may be worked 
out soon whereby Canada once again 
possesses a deep-sea merchant fleet. 





OPERATION OF MUTUAL FUNDS 


IN THE GREAT growth of business 
activity in Canada during the past 15 
years, few forms of business enter- 
prise have surpassed the mutual fund 
in growth, both in assets employed 
and number of shareholders. The 
mutual fund is not new, except in 
name. This corporate means by 
which a group of persons pool some 
of their resources for mutual invest- 
ment in the securities of a consider- 
able number of other companies was 
known as an “investment trust” for 
many years. These trusts were 
flourishing in Scotland at the turn of 
the century when the investment 
policies to be decided were likely 
Australian wool v.Indian hemp rather 
than the current preferred v. com- 
mon stock. 


Objects of Mutual Funds 


Mutual funds are, for the most part, 
incorporated companies, operated by 
a board of directors elected by the 
shareholders. Capital is raised by sale 
of treasury shares and invested in the 
shares or obligations of other com- 
panies or governmental bodies. The 
objects of the company are recited in 
its letters patent, but broadly speak- 
ing are to (1) provide a reasonable 
rate of return on the capital invested 
in the company, (2) to protect the 
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value of the investments and (3) to 
achieve capital appreciation. 


The numerous mutual funds exist- 
ing in Canada today are each design- 
ed to satisfy individual requirements. 
Some are intended primarily to pro- 
vide safe income; some stress capital 
appreciation and do not pay divi- 
dends; others provide an opportun- 
ity for their shareholders to partici- 
pate in American business by invest- 
ing almost solely in U.S. securities. All 
have the common objective of the 
profitable investment of the share- 
holders’ capital. 


The mutual fund is accepted wide- 
ly because the average investor does 
not have sufficient capital to spread 
his risks over a broad variety of in- 
vestments nor the time and opportun- 
ity to study the merits of them. 
Through the medium of such a fund, 
these difficulties are largely overcome 
since his capital is joined with that of 
others like himself and invested for 
him by experts. To the basic prin- 
ciple of diversification of investment 
by expert management, there have 
been added features that appeal to 
individual requirements. One fund 
provides the opportunity to accumu- 
late capital by permitting monthly 
payments for subscriptions to capital 
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stock or units. Another retains the 
shareholders’ dividends and auto- 
matically issues further shares as far 
as the funds so held permit. Some 
companies keep the shareholders’ di- 
vidends and contract for regular 
withdrawals even though such with- 
drawals are in part a return of cap- 
ital. Others allow participants to take 
advantage of income tax deferment 
through annual payments into a regis- 
tered retirement savings plan by 
withholding distribution of income 
and converting the accumulated sav- 
ings into an annuity before the holder 
reaches age 71. 


Open and Closed Ends 


The capital structure of investment 
or mutual fund companies differs 
principally in only one manner. Some 
have two classes of capital stock, one 


of which is redeemable at the option 
of the shareholder only (known as 
the open-end fund), and others do 
not have a class of capital stock that 
is redeemable (known as the closed- 
end fund). Shares of open-end 
mutual funds are seldom traded on 
stock exchanges where prices are in- 
fluenced by supply and demand and 
do not necessarily reflect true values. 
In order that shareholders may read- 
ily convert their investment into cash, 
open-end funds sell to the general 
public shares that are redeemable at 
a price equivalent to the pro rata 
equity of each outstanding share in 
the net asset value of the company. 
Shares of the second class, non-re- 
deemable, are issued in only a nom- 
inal amount, their purpose being to 
preclude the necessity of winding up 
the company due to all shareholders 
requesting redemption. The closed- 
end type of mutual fund, being less 
flexible, has not been popular, and 


THE CANADIAN CHARTERED ACCOUNTANT, OCTOBER, 1959 


few companies of this type have been 
formed in Canada in the last 20 years. 
Their shares trade on stock exchanges 
on a brokerage basis. The open-end 
funds determine the issue and re- 
demption price of their shares at reg- 
ular intervals (daily, weekly or 
monthly) by computing the market 
value of their assets at the appropri- 
ate time, deducting from the aggre- 
gate thereof the sum of all liabilities 
and dividing the resultant net asset 
value by the number of shares then 
outstanding. The result is the 
“break-up” value of the shares. The 
purchaser pays the “break-up” value 
per share plus, in most instances, a 
commission to an agent. The com- 
pany pays the “break-up” value per 
share on redemption. 


The auditor will find an engage- 
ment on an open-end mutual fund 
of more than average interest be- 
cause, apart from the normal checks 
for arithmetical accuracy and the bal- 
ancing of accounting records, most 
phases of the examination must be 
carried out in the light of some sec- 
tion of the company’s letters patent 
and by-laws, some contractual ob- 
ligation the company has entered on, 
or some decision of the board of 
directors. 


Effect of Letters Patent 


Extensive extracts from, or even 
complete copies of, certain sections 
of the letters patent and by-laws will 
be required for ready reference dur- 
ing an examination. 

The issue and redemption price of 
treasury stock and the proportions 
thereof to be credited or charged to 
specifically named accounts must be 
studied. Mutual funds incorporated 
under the Canada Companies Act 
usually are organized with capital 
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stock of a considerably lower par 
value than the intended issuing price 
of the stock, the excess of the issue 
price over par value being carried to 
a “reserve for redemptions” or “cap- 
ital surplus account”, and the re- 
demption feature of the one class of 
stock will be limited to the avail- 
ability of funds in the “reserve for 
redemptions”. Thus, shares may be 
redeemed without invoking those sec- 
tions of the Companies Act that 
would necessitate the creation of cap- 
ital surplus out of net profits and the 
obtaining of supplementary letters 
patent to restore the capital surplus 
to earned surplus. The directors may 
deem it expedient to set aside some 
portion of the issue price for other 
purposes such as a reserve for organ- 
ization expenses, and adherence to 
such resolutions will have to be 
watched. Reference will be found 
here as to how and when the net 
asset value per share is to be deter- 
mined; the assets to be included will 
be enumerated, the method of valua- 
tion stated and the liabilities to be 
deducted set forth. 


Mutual funds are organized to pro- 
vide a means of participating in the 
numerous types of investments avail- 
able to the public and to varying ex- 
tents in each type. Consequently, 
the auditor must be familiar with the 
restrictions placed on the investment 
policy of each company. One such 
restriction may be that not more than 
10% of the company’s capital may 
be placed in the stocks or evidences of 
debt of any one issuer, or that invest- 
ment may be made in Canadian com- 
panies only or companies that have 
paid dividends for a stated number of 
years, or that securities may not be 
purchased on margin or sold short. 


There will be found, in the letters 
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patent or by-laws, sections defining 
the types of income that are to be 
available for dividends, if any, and 
the extent to which the stated income 
may be disbursed annually. The re- 
ceipt of stock dividends and rights to 
subscribe to the shares of investments 
held may or may not be designated 
as income. 


The stated policy of the company 
in accounting for its investments must 
be carefully noted as it will affect 
every investment purchase and sale. 
The purchase of investments will be 
recorded in the investment account at 
purchase cost, but when disposals 
occur, the individualities of the 
mutual fund come into play, par- 
ticularly if only a portion of the hold- 
ing of one security is sold. One com- 
mon procedure is to average the pur- 
chase cost of the investment in each 
security, crediting against it the pro- 
ceeds of sale and adjusting the in- 
vestment account for the profit or loss 
on the individual security only when 
entirely disposed of. However, if the 
procedure results in a credit balance 
while some of the investment is still 
held, the book value is adjusted to a 
nominal debit balance for record pur- 
poses. Another practice is to clear 
from investment account the excess or 
deficiency of the proceeds of sale 
over or under the average book value 
before the transaction. Yet other 
mutual funds transfer profits or losses 
on sales on a first-in, first-out basis. 
The net realized appreciation on in- 
vestments may be utilized in differ- 
ing ways. It may be re-invested and 
carried forward on the balance sheet 
as part of the shareholders’ equity or 
made available to the shareholders by 
way of cash dividends and/or the 
subscription price for further par- 
ticipation in the fund. 
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Expenses of Fund 

The greater part of the mutual 
fund’s operating expenses is fees to 
a custodian of securities and to an 
investment manager or to directors. 
It is common practice to employ a 
trust company or bank as custodian 
of the company’s securities, and an 
agreement is entered into setting 
forth the custodian’s duties and re- 
muneration which is usually com- 
puted as a percentage of the average 
market value of investments held 
during a year, plus a fixed charge for 
each delivery or receipt of securities. 
The investing of the company’s funds 
will be entrusted to a professional in- 
vestment managing organization or 
be a direct responsibility of the board 
of directors. In the former case, a 
fee is paid usually based on the mar- 
ket value of investments and direc- 
tors’ fees will be nominal. In the Iat- 
ter, the directors’ fees may be more 
substantial. 

Most mutual funds qualify under 
section 69 of the Income Tax Act as 
an “investment company” and as such 
are subject to tax at 18% of taxable 
income. Expenses, however, must be 
prorated between taxable and non- 
taxable income. Companies that 
qualify under section 70 of the In- 
come Tax Act as non-resident-owned 
investment corporations have certain 
attractive tax features for residents 
of the United States, particularly 
when earnings are not paid out but 
reinvested with consequent enhanced 
share value. The United States resi- 
dent will pay a capital gains tax on 
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redemption of shares, which tax is 
computed at a much lower rate than 
the tax on income. 


Due to the continuous process of 
issuing capital stock, a prospectus 
will have to be filed annually in those 
jurisdictions in which the shares are 
offered for sale. Thus, the annual 
statements and _ auditor’s reports 
should be prepared so as to conform 
to the requirements of both the Com- 
panies Act and the Securities Act. 


Conclusion 


Mutual funds will most likely con- 
tinue to expand in Canada as long as 
there are great numbers of people 
with at least modest sums of money 
over and above living requirements 
who want a relatively safe investment 
which provides a reasonable return 
and an opportunity to participate in 
the economic growth of the country. 
As an investment medium, the mutual 
fund is seldom used for a short-term 
hold. Its investment policy usually is 
to take advantage of trends in busi- 
ness activity that may take some 
years to run a full cycle, notwith- 
standing some spectacular results that 
have been achieved in the last three 
or four years. Caution must be exer- 
cised in investing in mutual funds as 
in any other company because they 
can become a dumping ground for the 
surplus securities of promoters, or in- 
effective through the lack of ability 
or attention on the part of those re- 
sponsible for investing company 


funds. 
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Accounting Research 


Drrecr CostTinc 


Over the past few years there has 
been increasing discussion of the 
method of inventory valuation known 
as “direct costing”. These discussions, 
although they have not as yet been 
very successful in obtaining general 
acceptance of the method, have been 
very enlightening for a number of rea- 
sons. The method is primarily advo- 
cated as an aid to management rather 
than to shareholders or investors, and 
thus the discussions provide a useful 
reminder to accountants of the fact 
that the needs of management are not 
always adequately served by financial 
statements prepared primarily for 
shareholders. 


Like all inventory valuation meth- 
ods, direct costing is concerned with 
the allocation of costs between the 
current period and future periods. As 
the name implies, direct costing at- 
tempts to resolve this question by al- 
locating to inventories, and thus to 
the period in which the goods are 
sold, only those costs incurred as a 
direct consequence of producing 
goods. All other costs, including the 
costs of providing productive facili- 
ties, are considered to be period costs 
to be charged to expense in the period 
in which they are incurred. 

Under this method, inventory values 
do not include any element of fixed 
overhead expense and are somewhat 
less than the conventional values. On 
the other hand, they do include more 
than those costs conventionally con- 
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sidered as “direct” in that all vari- 
able overhead items are included in 
addition to the costs of materials and 
labour. 

The majority of the exponents of 
direct costing define it as a method 
of cost allocation in which all variable 
expenses are treated as product costs 
and all fixed expenses are treated as 
period costs. A small minority, how- 
ever, objects to this definition on the 
grounds that it tends to obscure the 
emphasis on the direct relationship of 
costs with product which is the basic 
characteristic of the method. Those 
who hold this latter view would classi- 
fy costs so as to include in inventory 
only those items which can be readily 
and logically identified with specific 
products. Those items which cannot be 
so identified would be treated as peri- 
od costs even though they may vary 
directly with the volume of produc- 
tion. While this difference in the 
basic definition of direct costing does 
tend to confuse some of the argument 
on the subject, the principal argu- 
ments for or against the subject are 
not too seriously affected. Moreover, 
since most advocates of direct costing 
favour the inclusion of all variable 
costs in inventories and since it can 
be argued that those who do not are 
actually proposing something other 
than the usually accepted procedure, 
the majority definition will be accept- 
ed in the discussion which follows. 


Most writers on direct costing have 
adopted the term “absorption costing” 
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to distinguish the conventional meth- 
od of including all overheads in inven- 
tory from the new technique which 
they are advocating. Because of its 
convenience, this usage will be ob- 
served in this article. 


The Case for Direct Costing 


The proponents of the direct cost- 
ing method argue that sound manage- 
ment requires a knowledge of the 
marginal cost of additional produc- 
tion, that is, of the extra cost that will 
be incurred in the production of one 
more unit of product. They further 
point out that under conventional ab- 
sorption cost techniques, the behaviour 
of unit costs under changing volume 
conditions is so erratic that manage- 
ment cannot make intelligent price/ 
volume decisions on such figures 
alone. While admitting that supple- 
mentary calculations of marginal or 
variable cost would provide the neces- 
sary information, they argue that such 
calculations would involve unneces- 
sary duplication and that the proper 
solution is the development of a cost 
system which will provide such in- 
formation regularly as a matter of 
routine. The alleged ability of the 
direct costing method to provide cost 
figures which approximate marginal 
costs and which avoid the confusion 
resulting from the inclusion of fixed 
overhead elements in costs is usually 
presented as the principal advantage 
of the method. 


Most advocates of direct costing, 
however, go further than this and 
argue that the provision of financial 
statements which are also free of 
what they regard as the confusion 
and lack of realism produced by the 
practice of including fixed costs in in- 
ventory is an additional major advant- 


age of their procedure. In explaining 
this argument, they point out that the 
inclusion of fixed overheads in inven- 
tories conceals the true results of op- 
erations under certain circumstances 
by permitting the transfer of a por- 
tion of the fixed charges between ac- 
counting periods and by allowing pro- 
fits to be affected by fluctuations in 
the volume of production. 


The basis of this claim that con- 
ventional results are misleading is best 
illustrated by a simple example. The 
accompanying tables have, according- 
ly, been prepared to illustrate the ef- 
fect on the operations of a hypotheti- 
cal company over a four-year period 
of recording results on the direct cost- 
ing principle rather than the conven- 
tional absorption costing basis. It is 
assumed in this greatly simplified il- 
lustration that the company in ques- 
tion manufactures a single product 
which throughout the period under re- 
view is sold for two dollars per unit. 
Variable costs of manufacture are one 
dollar per unit and fixed overheads 
amount to $500,000 annually. It is 
further assumed that the absorption 
cost method used does not involve the 
use of pre-determined or standard 
overhead absorption rates so that the 
whole of each year’s overhead is al- 
located to the actual production of 
the year. General and administrative 
expenses of $400,000 per year are ex- 
cluded from manufacturing costs. 


In this simplified example the argu- 
ments of the direct costing advocates 
seem to be borne out to some extent. 
Not only would a management with 
the direct cost figures see clearly that 
variable costs had been constant over 
the period at $1.00 per unit, they 
would also see that fixed overhead 
costs had remained constant and that 
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Year 1 Year 2 Year 3 Year 4 
Production data (units) (units) (units) (units) 
Oe Ua i a 300,000 800,000 800,000 300,000 
MNROOES Sep his a et oe 2,000,000 2,000,000 1,500,000 2,500,000 
2,300,000 2,800,000 2,300,000 2,800,000 
SHS a to eon Ee ook 1,500,000 2,000,000 2,000,000 1,500,000 
Inventory, December 31 .......... 800,000 800,000 800,000 1,300,000 
Income under absorption costing 
Re heart tae 3% A Ba wee} $3,000,000 $4,000,000 $4,000,000 $3,000,000 
Cost of goods sold 
RE NEED nee ice Sacro $1,500,000 $2,000,000 $2,000,000 $1,500,000 
Overhead absorbed (see below) .... 375,000 500,000 610,000 830,000 
$1,875,000 $2,500,000 $2,610,000 $1,830,000 
RO anit eons hates $1,125,000 $1,500,000 $1,390,000 $1,170,000 
General and administrative expense .. 400,000 400,000 400,000 400,000 
RUMEN ib hots ice tds SOE ERR A $ 725,000 $1,100,000 $ 990,000 $ 770,000 
Income under direct costing . 
es eit bc ae A ee ate lost Sk $3,000,000 $4,000,000 $4,000,000 $3,000,000 
Cost of goods sold (all variable) .... 1,500,000 2,000,000 2,000,000 1,500,000 
MIRED 8 obey So Reat soc a raleiet = foe $1,500,000 $2,000,000 $2,000,000 $1,500,000 
Fixed manufacturing overhead ...... $ 500,000 $ 500,000 $ 500,000 $ 500,000 
Administrative expenses ............. 400,000 400,000 400,000 400,000 
$ 900,000 $ 900,000 $ 900,000 $ 900,000 
NEI ox reson ctah asx koaie $ 600,000 $1,100,000 $1,100,000 $ 600,000 
Calculation of overhead absorbed in cost of sales 
Overhead portion of opening inventory $ 75,000 $ 200,000 $ 200,000 $ 90,000 
Fixed manufacturing overhead ....... 500,000 500,000 500,000 500,000 
$ 575,000 $ 700,000 $ 700,000 $ 590,000 
Overhead portion of closing inventory 
Pes strat. dcewin Meee eee: 200,000 200,000 90,000 260,000 
Overhead absorbed in cost of goods sold $ 375,000 $ 500,000 $ 610,000 $ 330,000 


Portion of fixed overhead absorbed in 
each unit of production ........... 
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fluctuations in sales affected net profit 
directly. They would not be confused 
by the apparent fluctuation in unit 
cost of production from $1.25 to $1.30 
and $1.20. The proponents of direct 
costing would also point out that the 
absorption costing method would 
make the poor results of years 1 and 4 
appear somewhat better than they 
really are by postponing that portion 
of the fixed costs which is attributed 
to the increase in inventory. Con- 
versely, the direct cost results do not 
reflect the decline in year 3 which the 
absorption costing method reflects as 
a result of the recognition in that year 
of some of the fixed costs incurred in 
the prior year. 


Direct costing, because it avoids 
such allegedly misleading distortions 
of income, is held to be more realistic 
and thus of more value not only to 
management but also to shareholders, 
investors and others legitimately inter- 
ested in the result of operations. The 
supporters of this claim point out that 
it is the excess of revenues over cur- 
rently controllable costs that measures 
management’s current efficiency, and 
that financial statements which show 
to what extent current operations are 
covering fixed costs are therefore more 
useful than those in which current re- 
sults are confused by the effects of 
prior years’ decisions as to the invest- 
ment in plant and other fixed costs. 
The necessity for being able to under- 
stand and to demonstrate clearly the 
relationship between variable and 
fixed costs in cases of wage disputes 
and other arguments involving ability 
to pay is also emphasized by some 
writers. 


As is appropriate in any discussion 
on accounting principles, the argu- 
ment of increased usefulness to man- 
agement as well as to the other users 


of financial statements is considered to 
be the major justification for the adop- 
tion of the new technique. There are, 
however, some other advantages 
which are sometimes mentioned to 
strengthen the case for direct costing. 
These advantages include: 


1. Greater simplicity in that direct 
costing eliminates the difficult and 
time consuming task of allocating 
fixed overheads to departments, 
product lines and ultimately to 
units of product. 

2. Greater ease in control of opera- 
tions by budgetary and similar 
means as a result of the ability to 
classify costs by responsibility ra- 
ther than having to confuse op- 
erating costs by the inclusion of 
fixed cost elements beyond the 
control of the persons responsible 
for the operation. 

3. More logical results as a result of 
the elimination of the arbitrary al- 
locations necessary with absorption 
costing. 

4, Better comparison and control of 
strictly time charges which can be 
shown and compared separately 
rather than being buried in prod- 
uct cost. 


The Case against Direct Costing 


Few of the opponents of direct 
costing deny the necessity of provid- 
ing management with accurate infor- 
mation On marginal costs. They all 
agree that intelligent decisions on 
prices and volume require a knowl- 
edge of the effect of changes in vol- 
ume on unit costs and that the un- 
questioning use of absorption cost as 
a basis for such decisions can be dan- 
gerous. They also point out, however, 
that the marginal approach to such 
decisions is a short term approach and 
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that in the long run a company must 
obtain in revenue enough to cover 
both fixed and variable costs if it is 
to survive. The use of variable costs 
as a basis of pricing can, as a result, 
also be dangerous. While it can be 
profitable under some circumstances 
to use idle capacity to fill an order at 
a price which provides only a small 
margin over variable cost, this prac- 
tice must be followed with consider- 
able care and confined to cases where 
the customer is isolated by size or lo- 
cation from the normal channels of 
distribution. Failure to ensure that 
special-price customers are isolated 
from the usual market may easily 
cause the apparent extra profit to be 
offset by later losses of regular sales 
or the complete disruption of the es- 
tablished price pattern. 

A further objection to direct costing 
arises from the fact that direct costs 
are not, in most cases, marginal costs 
so that even in those cases in which 
knowledge of marginal costs would 
be appropriate the method does not 
provide the needed information. Di- 
rect costs, that is variable costs, are 
not true marginal costs not only be- 
cause they seldom include selling ex- 
penses and other costs incidental to 
the delivery of merchandise but also 
because they are average costs of all 
production and do not, as a result, 
normally reflect the actual extra cost 
of producing the final item. A fur- 
ther reason given for not accepting 
the results of direct costing as the 
sole source of management informa- 
tion is that the costs determined by 
this method, like the costs determined 
by more conventional methods, relate 
to the experience of the past whereas 
the figures needed for business deci- 
sions are projections of future costs. 
It is argued in this connection that if 
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the future costs have to be calculated 
or estimated in any case the alleged 
time saving in direct costing will not 
be fully realized. 


To the argument that the charging 
of fixed costs to the current period 
avoids the misrepresentation which 
occurs when such costs are transferred 
between periods as part of inventory 
costs, the defenders of the conven- 
tional method reply that this proced- 
ure is frequently a correct representa- 
tion of the facts. It is argued that 
when goods are legitimately and wise- 
ly produced for future sale there is 
nothing incorrect or unreasonable in 
carrying forward to the year of sale 
the cost of providing the facilities 
used to produce them. It is, in fact, 
argued with some justice that it is the 
system which reflects a loss on manu- 
facturing operations in a period when 
the facilities are fully employed in 
producing saleable goods that is un- 
realistic in these circumstances. 


In addition to the theoretical argu- 
ments aimed against the alleged bene- 
fits which direct costing would confer 
on management and other users of fi- 
nancial statements, there are a number 
of practical objections sometimes ad- 
duced. Perhaps the most important 
of these is the denial of the direct 
costing claim to greater ease of com- 
putation. It is pointed out that the 
assumption on which this claim is 
made, namely, that all costs can be 
readily classified as fixed or variable, 
is in most cases unrealistic. In actual 
practice, of course, a large propor- 
tion of the expenses of any enterprise 
fall somewhere between these two ex- 
tremes, being either variable in some 
way not directly related to volume or 
else varying in steps or jumps rather 
than in an even regular manner. Ob- 
viously, if this is the case, the switch 
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to direct costing will not eliminate the 
need for arbitrary and to some extent 
illogical allocations of cost. 

A further objection which is really 
an expansion of the above is based on 
the argument that the relative varia- 
bility of expenses is largely a matter 
of time. In the long run all overhead 
expenses are variable whereas in a 
very short period most of them will be 
fixed. In a sense this objection is 
more theoretical than practical. For 
day-to-day decisions it is usually pos- 
sible to make distinctions on a fairly 
reasonable basis. 

This situation does raise another 
question, however, that may be more 
serious. One of the implicit assump- 
tions underlying the direct costing 
theory is the idea that fixed costs 
are basically different from variable 
costs. Fixed costs are said to be in- 
curred on a time basis whereas vari- 
able costs depend on day-to-day de- 
cisions as to the level of production. 
When the items usually included in 
fixed costs are examined, however, 
this distinction does not seem to be 
universally valid. For example, one 
of the principal fixed charges is usual- 
ly depreciation and a careful consider- 
ation of the nature of depreciation re- 
veals that it is actually to a large 
extent, at least in the case of ma- 
chinery, a variable cost which is 
only treated on a time basis for con- 
venience. In those enterprises which 
use a unit of production basis for cal- 
culating depreciation it becomes a 
variable cost. It seems possible in 
many cases that the solution to the 
problem of fixed cost may be a more 
careful analysis of their relation to 
production rather than an arbitrary 
exclusion from production costs. 


Conclusion 

Despite the validity of some argu- 
ments advanced in favour of direct 
costing, the method cannot be said 
to have become generally accepted 
as it has actually been used by only 
a small minority of enterprises even 
in the United States. This lack of ac- 
ceptance may be due only to the tra- 
ditional conservatism of accountants, 
but it seems probable that it is also 
due to the realization that the propos- 
ed method is not the final answer to 
all problems of inventory valuation. 


The efforts of the advocates of the 
method cannot be considered wasted, 
however, even if they never succeed 
in getting their proposals recognized 
as valid accounting procedures. The 
questions they have raised regarding 
the possible distortions which may re- 
sult from the postponement of fixed 
costs in inventory may not, for 
example, be valid in all cases. How- 
ever, by forcing accountants to think 
about the problem, they may have en- 
couraged the adoption of some tech- 
niques for separating that portion of 
fixed cost which can legitimately be 
regarded as part of the cost of goods 
sold in future periods from that por- 
tion which represents the cost of idle 
capacity and should thus be charged 
to the period in which it is incurred. 
Similarly, by drawing attention to the 
need of management for marginal cost 
information they may have encour- 
aged the introduction of more effec- 
tive cost analysis methods. They have 
without doubt encouraged some seri- 
ous reconsideration of some of the 
basic assumptions of conventional 
accounting and this, in itself, is a 
useful service to perform. 
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BY JOHN W. CROWE, C.A. 


Admimstrative Accounting 


MATHEMATICS AND ACCOUNTING 


It is almost a truism that account- 
ants possess a distaste for, or at least 
an innocence of, mathematics. Histor- 
ically, there has perhaps been a bas- 
is for this attitude. Accounting has 
been a product of practical business 
requirements. There existed a need 
to control and make sense out of 
practical business details so that bus- 
inessmen could have a picture of 
where they had been and where they 
were probably going. Accounting has 
been developed as a tool specifically 
to meet this need. 


Mathematics, on the other hand, 
has been developed not so much to 
meet specific needs but more by men 
withdrawn from practical affairs in 
pursuit of abstract truth. The immed- 
iate usefulness of such truth was not 
a matter of importance. The back- 
grounds of accountants and mathe- 
maticians have therefore in the past 
been very far apart. 

The approach of scientists, on the 
other hand, has always been much 
closer to that of mathematicians, and 
there has been a tremendous develop- 
ment in modern times in the applic- 
ation of mathematics to the solution 
of scientific problems. Modern the- 
oretical science would never have 
reached the present state of develop- 
ment without this assistance of math- 
ematics. Many solutions have been 
suggested to scientific problems by 
mathematicians long before they could 
be checked by physical experiment. 
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As for applied science there would 
be no such thing as engineering with- 
out mathematics. 

It is remarkable, nonetheless, that 
mathematics has as yet made such 
little headway in the field of account- 
ing. Both disciplines are essentially 
involved in the synthesis of details to 
arrive at a meaningful whole. The 
accountant has traditionally relied on 
arithmetic, an elementary form of 
mathematics. It is almost obvious 
that there must be many problems in 
the field of business and accounting 
which could be solved or at least re- 
duced to more manageable propor- 
tions by mathematical. techniques 
more advanced than the arithmetic 
taught to a grade eight pupil. 

It would appear that unless ac- 
countants are at least aware of the 
possibilities in this field they will be 
leaving a vacuum for others to fill. 
There are already a number of exam- 
ples of “operations research” being 
conducted in traditionally accounting 
fields by non-accountants. Account- 
ants will be forced to realize that 
these essentially mathematical tech- 
niques perhaps have something of 
value to offer. To capitalize on their 
opportunities or even to maintain their 
position in many fields, accountants 
must be able at least to recognize 
those problems which may be suscep- 
tible to mathematical solution. 


Inventory Control 
The control of inventories has long 
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been regarded as a legitimate field of 
activity for accountants. It is also one 
of the areas of business in which the 
application of mathematics has made 
a great advance under the name of 
operations research. In essence the 
technique in this area has been very 
simple, but it is one with which ac- 
countants should be familiar. 

An essential part of the problem of 
inventory control is to determine the 
optimum size of production run. For 
each production run there is a set-up 
cost. The longer the production runs 
the lower will the set-up costs be in 
any given time such as a year. Offset- 
ting this average, inventories will in- 
crease with production runs. There is 
therefore the problem of balancing 
the set-up costs against the costs of 
carrying inventories. Despite the ap- 
pearance of simplicity this problem 
cannot be satisfactorily dealt with by 
arithmetic. 
et: 

length of production run in pounds. 
set-up cost for each production run. 
variable production cost per pound. 


- 


* 
ll 


p == 

q = annual sales in pounds. 

c = % inventory carrying cost. 

The amount we are trying to min- 


imize is the sum (say y) of the total 
set-up costs per year and the cost of 
carrying inventories. That is: 
y = no. of set-ups x u + average in- 
ventory value x c 
q (sales in pounds) 


no. of set-ups = - 
. x (prod. run in pds.) 
‘ 2 
average inventory value = — 
xp 


This latter equation is true since 
the average inventory quantity will 
be % the quantity of the average pro- 
duction run, ignoring for the moment 
any safety stock. 

The main equation therefore be- 


comes: 


qu xpe 
y=—--+-—— 
x 2 
The problem becomes to find the 
value of x which produces a minimum 
value for y. 
This can be done by calculus, and 
the optimum value of x (i.e. produc- 
tion run in pounds) can be shown 


to be vane... The optimum aver- 
c 


age level of inventories (again ignor- 
ing safety stock) would be one half 
this quantity. 

Common sense would tell an ac- 
countant or businessman that inven- 
tories should increase with increases 
in sales or costs of production set-ups. 
Similarly, it is obvious that inventories 
should decrease with increases in 
carrying costs. The above equation, 
however, shows that inventories 
should vary with the square root of 
changes in the other factors, such as 
sales. This is a very important dis- 
tinction which could scarcely have 
been determined without the aid of 
mathematics. For example if the level 
of sales was to double, inventories 
should not be doubled but should be 
increased by the ratio \/2 (ie. 1.4). 
This is an increase in inventories of 
about 40%, instead of 100%. 


The foregoing discussion deals with 
what can be termed cycle stock. Cycle 
inventory will theoretically vary from 
a quantity equal to one production 
run immediately after completion of 
the run to zero immediately before 
completion of another run. In other 
words, the quantity of cycle inventory 
on hand will on the average equal one 
half a production run. In addition to 
cycle inventory, it is usually necessary 
to have some safety supply to minim- 
ize the possibility of running out of 
stock. 
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Here again, mathematics can be of 
assistance. Based on past experience 
adjusted for current and forecast data, 
it is possible to calculate the prob- 
ability of a given level of safety stock 
being depleted. Conversely, we can 
determine the level of safety stock in 
addition to cycle stock needed to 
supply, say, 95% service to customers. 
If the degree of service must be 
higher, stocks must be increased; if 
service does not have to be this high, 
the stocks can be decreased. Mathe- 
matics can go a long way to reducing 
the problem of inventory control to 
one of management making a few 
conscious decisions. 


Compound Interest 

Historically, the one area of ac- 
counting where mathematics has ob- 
tained some acceptance has been that 
of compound interest. Without some 
elementary facility with mathematics 
it is rather difficult to grasp the prin- 
ciples of compound interest. Even 
here, however, the acceptance has 
been somewhat grudging and there 
has been little willingness to expand 
its application. 

This has been strikingly illustrated 
by the reaction of accountants to the 
“discounted cash flow” system of ap- 
praising capital investments. Almost 
universally the technique has been 
described as new and often regarded 
with suspicion. The “discounted cash 
flow” system is at least as old as the 
Middle Ages. It is simply the prin- 
ciple of compound interest given an 
application slightly different from 
those with which it has usually been 
associated. 

The present capital cost allowance 
system presents a number of prob- 
lems some of which are complicated 
and time-consuming in terms of arith- 
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metic, but are readily amenable to 
solution with mathematics. An ex- 
ample is the present value of future 
income tax reductions. 

Let the rate of capital cost allow- 
ance be r, e.g. .2 for 20% 

Then annual capital cost allow- 
ance on an asset of $1 will be as 
follows: 
Yb Fe 
r r(1—r) 


Yr. 3 Yr. 4 Yr. 5 
r(l—r)? r(1l—r)?_ r(1—r)? 

From the principle of compound 
interest the present value of these 
capital costs allowances would be as 
follows: 





Year 
1 r 
1+i 
s r(1 —r) 
“(1 +i? 
3 r(1—r)? 
(1 + i)8 
4 r(l—r)8 
(1+/i)* 
5 r(1—r)¢ 


(1 +i) 

This is a geometric series with the 
terms getting progressively and rapid- 
ly smaller. With algebra the long- 
term sum can be computed to be 

r 
itr 
cost allowance and i = 
interest. 

The present value of future tax 
reductions due to capital cost allow- 
ances is approximately one half of 


where r = the rate of capital 


the rate of 


r 
2i + 2r 
If much use is made of the dis- 
counted cash flow approach in capital 
investment problems this formula can 
eliminate a considerable amount of 
arithmetic calculations. 


Another application is in compar- 


the above formula or 
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ing the cost of depreciable with non- 
depreciable assets. The problem 
arises in the case of the purchase of 
shares or goodwill as opposed to fixed 
assets. 


Let the cost of a non-depreciable 
asset be c. 


Then the ratio of the effective cost 
of a non-depreciable to a depreciable 
asset, assuming the same purchase 
price for each, will be as follows: 

21 + Qr 


% +r 


c = 
c-—-cr 
2i + 2Qr 
With a rate of capital cost allow- 
ance of 20% and an interest rate of 
10%, the above ratio becomes equal to 
6 
4 
ture of $1 for a non-depreciable asset 
is equivalent (allowing for an interest 
factor of 10%) to $1.50 for an asset 
depreciable at 20%. Conversely, $1 
expended for a depreciable asset is 
the same as 66-2/3c for a non-depreci- 
able one. 


or 1.5. In other words an expendi- 


A closely associated problem is the 
relative tax advantage of a continuing 
annual expenditure which can be 
charged to operations as opposed to 
one which must be capitalized. In 
the long run, the capital cost allow- 
ances on the expenditures in question 
will increase until they equal one 
year’s expenditure. From this point 
on there will be no advantage tax wise 
in making the charge to operations as 
against capitalization. Before this 
point has been reached, however, 
there is a very appreciable tax ad- 
vantage in being able to treat the ex- 
penditures as operating costs. This 
advantage can be calculated mathe- 





x one year’s ex- 


r 
2r 
penditure, where r is the rate of cap- 


matically to be es 
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ital cost allowance. With a capital 
cost allowance rate of 20%, the long- 
term tax advantage of being able to 
charge an annual expenditure to ex- 
penses instead of capitalizing it would 
be twice the annual expenditure, or 
perhaps a sizable sum indeed. 


Another use for compound interest 
theory is in the matter of appraising 
the advantages or disadvantages of 
having an option to repurchase with 
a lease-back. Consider an annual pay- 
ment of $1 for n years. If there is 
no option the annual payments will be 
allowed for income taxes, and the 
present value of tax reductions be- 
cause of this can be calculated to be 
as follows: 

where i = value of 
1 1 money to company 
Qi -~—Ss« i (1 + i)" Concerned — say 10% 
n = no. of years 
tax rate = 50% 


For a long number of years the 
right hand member approaches zero 
and the value of the formula ap- 


1 
proaches 9 5 where the rate of 


interest or value of money is 10%. 


If there is an option to repurchase 
all the payments become a base for 
capital cost allowances, i.e. the base 
will be n. The present value of tax 
reductions in this manner would be 


Peed a . If r is 5% and the rate of 
interest is 10% this fraction becomes 
n 

3° 


For an annual expenditure of $1 we 
can therefore compare the number 5 


n 
6 
Obviously, if the number of years is 
more than 80, there is a tax advantage 


with no option to— with an option. 
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in having an option. The above cal- 
culation takes no account of the 
amount of the option payment and the 
possible residual value of the asset at 
the end of the term. Having regard 
to these factors, the breakeven point 
might be considerably less than 30 
years, but it could not be more than 
that length of time. 


Other Uses 

Statistical techniques have been 
used with advantage to determine the 
amount of checking needed in the 
case of freight bills and suppliers’ in- 
voices. The usual approach is to di- 
vide the invoices into groups accord- 
ing to value. It is then possible to 
balance the probability of discovering 
errors against the cost of checking 
for any particular group. Random 
sampling methods can be used peri- 
odically to determine whether any 
change should be made in the prob- 
ability factor. 

Curve fitting is another statistical 
device which has been made much 
more practicable with the advent of 
computers. It may be discovered, for 
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example, that maintenance costs vary 
with certain selected production data. 
This may be valuable for planning 
and control of costs. 


The preceding examples are cer- 
tainly not all or necessarily the most 
important instances of where mathe- 
matics is being applied in the realm 
of business and accounting. It seems 
probable that the invasion has just 
started. In particular the ease with 
which solutions can be obtained from 
modern computers will exert a con- 
tinuing pressure to formulate prob- 
lems in a mathematical form. 


Accountants, of course, will not be- 
come mathematicians. A little knowl- 
edge of the subject, however, would 
diminish its mystery and facilitate its 
further usefulness. What is essen- 
tial is that accountants be able and 
willing to recognize those situations 
which can be expressed in the form 
of a mathematical problem. They 
are in a strategic position to render 
this service and capitalize on this op- 
portunity. Failure to do so will mean 
a failure to grow with modern re- 
quirements. 





Tax Review 


Edited by CAMPBELL W. LEACH, C.A. 





CapiraL Gains Tax 


A capital gains tax has long been a 
controversial issue, and the arguments 
pro and con have frequently found 
their way into print. However, in 
view of a strong continuing interest 
in the subject, it is felt that attention 
should be drawn again to the prin- 
ciples and difficulties involved. 


From arguments which have been 
advanced from time to time, it would 
appear that there are those who are 
in favour of such a tax quite apart 
from the revenue that it might bring 
in. A number of people have been 
upset by the fact that the gains earned 
through transactions in property have 
been subject to ordinary income tax, 
even though the profits have taken 
years in their realization. There is 
also a great deal of uncertainty as to 
whether a particular profit falls into 
taxable income or not. A tax upon 
capital gains, it is argued, would re- 
move the uncertainty and provide for 
a more realistic rate of tax. The prob- 
lem and its solution are not that 
simple. 

Canada is fortunate to have the ex- 
perience of the United States in this 
respect, as, without it, an objective 
appraisal would be almost impossible. 
It should be appreciated at the out- 
set that a capital gains tax did not 
arise in the U.S. because it was felt 
that such gains should not escape the 
tax gatherer’s net nor was it enacted 
to increase revenues. It arose simply 


out of the different concept of “in- 
come” in the United States as con- 
trasted to that in the United Kingdom. 


“Income” in the United Kingdom 

The economic concept of income in 
the United Kingdom was evolved in 
the 18th and 19th century based on 
farming which at that time comprised 
the major source of profit. Income 
therefore arose out of a purposeful 
activity such as farming, linked with 
a recurring element such as a crop 
and derived from a fixed and continu- 
ous source such as a farm affording a 
profit which could be separated from 
that fixed source without depleting it. 
Casual, sporadic and windfall gains 
derived either from the sale of land 
or property were excluded from the 
formal concept of income, being more 
the result of good luck than from the 
usual product of purposeful activity. 
It was concluded that these profits 
should be considered differently from 
ordinary income and treated as ac- 
cretions to capital to be invested 
rather than expended. 

The legal concept of income 
evolved out of the problems arising 
from the common practice by land 
owners of entailing their estates so 
that they would forever remain “ia 
the family”. The life tenant of such 
an estate was restricted to the enjoy- 
ment of the product of harvest arising 
out of the estate while he lived but 
under no circumstances could he en- 
croach upon the corpus of the estate. 
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TAX REVIEW 


Following the formation of the 
London Stock Exchange in 1773, this 
concept of income was again review- 
ed by the courts to determine whether 
the profit realized on securities should 
be considered income or capital. In 
view of earlier definitions, the courts 
were logically estopped from treating 
trust estates composed of securities as 
monetary entities, and the corpus of 
such estates was concluded to be the 
corporate stock itself and not its 
value. In so doing the courts applied 
the same physical concept of capital 
to securities which they evolved in the 
administration of landed estates. The 
profit realized by the conversions of 
securities was regarded as a non-in- 
come accretion to capital in th 
same manner as an accretion was said 
to take place to a parcel of land when 
the water line receded. This concept 
was perhaps fostered also by the fact 
that the courts and the House of 
Lords were largely peopled by the 
landed gentry. 


It follows that upon the inaugura- 
tion of an income tax there was an 
established traditional concept of in- 
come and capital and this national 
levy excluded liability for tax upon 
capital accretions or gains. 


“Income” in the United States 

In the United States, on the other 
hand, absence of entailed land did not 
hinder land transactions as it had in 
England with the result that to the 
American economy, gains on the sale 
of property became a major source of 
income by which means early private 
fortunes were established, Later, high- 
ly increased development and ex- 
ploitation produced tremendous in- 
creases in the market value of land, 
further accentuating the practice of 
buying and selling land as a primary 
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business, thus making possible the 
realization of capital gains to a degree 
never achieved in England. 

In such an economy it was often 
difficult to distinguish between ordin- 
ary income and capital gains with the 
result that the term “income” came 
to be accepted as meaning the profits 
derived from selling real and personal 
estate and all other sources as well as 
the recurring yearly profits derived 
from purposeful activity. A man’s “in- 
come”, therefore, came to be regarded 
as his total monetary accretions rather 
than his recurring profits derived from 
his investments or labours. 


Justice Pitney in the famous case 
of Eisner v. Macomber formally crys- 
tallized in American jurisprudence 
the concept that capital gains were a 
form of taxable income when he 
stated “for the present purpose we 
require only a clear definition of the 
term income . . . after examining the 
definition in common use . . . we find 
little to add to the succinct definition 
adopted in the two cases arising under 
the Corporation Act of 1909, ‘income 
may be defined as a gain derived 
from capital, from labour or from both 
combined’; provided it be understood 
to include profit gained through the 
sale or conversion of capital assets”. 
This concept was further ratified in 
the case of Merchants’ Loan & Trust 
Company v. Smietanka where the 
U.S. Supreme Court held that the 
term “income” did include a gain 
from a single isolated transaction. 


“Income” in Canada 


The Canadian concept of income 
has followed English jurisprudence 
and theory. Canada recognizes cap- 
ital gains and does not regard them 
as forming a part of “income”. The 
American capital gains tax is a re- 
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duced tax upon income which un- 
fortunately is called a capital gains 
tax. It is true that gains on similar 
transactions would be free in one 
country and taxed in the other, but 
this is the result of a different concept 
of the term “income” rather than a 
difference in the philosophy of taxa- 
tion. 


Tax Treatment in the U.S. 

Since capital gains are included in 
taxable income in the United States, 
it is significant that the predominant 
legislation has been in the form of 
allowances and exemptions to alleviate 
the burden of this taxation. Congress 
shows all the signs of a split personal- 
ity on this issue. Boldly repelling all 
frontal attacks it steadily undermines 
the tax on capital gains by constant- 
ly expanding the exclusion provisions. 
The first and most significant of them 
is the reduced rate of tax accorded by 
section 1201 of the Internal Revenue 
Code which provides for a maximum 
tax of 25%. Other sections provide for 
the exclusion or non-recognition of 
capital gains, a few of which are: 


(i) 
(ii) 


(iii) 
(iv) 


Complete liquidation of sub- 
sidiaries. 

Exchange of stock on reorgan- 
ization. 

Involuntary conversions. 

Sale or exchange of personal 
residences. 


Because capital gains or losses are 
defined, one might expect to find that 
U.S. courts infrequently hear a capital 
gains case. In truth, however, they 
hear more such cases per capita than 
in Canada. The reason for this is that 
the reduced rate of tax on such gains 
makes it advantageous to treat profits 
as a capital gain wherever possible. 
The position is exactly the same as in 
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Canada, only the prize is smaller. If 
capital gains were not taxed at lower 
rates there would be no advantage in 
appealing. 

There is also the contention, which 
has very positive advocates, that the 
lengthy capital gain or loss provisions 
of the U.S. Internal Revenue Code 
alone are responsible for the largest 
portion of the complex tax laws, that 
the statutory definition has presented 
a difficult job of interpretation to the 
courts, and that eventually it may be- 
come necessary to resort to a trans- 
action - by - transaction _ classification. 
This bleak prospect bears a strong re- 
semblance to a conclusion favoured 
by a majority of the British Royal 
Commission on “The Taxation of 
Profits and Income”, namely that each 
case must be decided in the light of 
relevant data and according to its 
own circumstances. 


Furthermore, on investigating the 
return of this tax in the U.S. it is 
found to be less than one-half of one- 
percent of adjusted gross income of 
individual taxpayers before taking 
into account the cost of collection, let 
alone the initial cost which would 
arise on instituting such a tax, such 
as re-drafting the Act and increasing 
government personnel. On this point, 
the British Royal Commission states 
“A tentative estimate by the Board 
suggests an increase of staff in the 
Chief Inspector’s Branch in the order 
of 500. To this must be added a 
formidable addition to the work of 
the Valuation Office and of that 
branch of the Estate Duty Office that 
is responsible for the valuation of un- 
quoted shares.” 

Furthermore, the complexity of a 


capital gains tax imposes on the tax- 
payer a tremendous cost by keeping 














TAX REVIEW 


professional advice at his elbow. In 
the United States everything has a 
tax base because it is from there that 
increases and decreases occur which 
determine whether a gain or loss has 
been encountered. The resultant ac- 
counting and legal work, tax arrange- 
ments and other details make normal 
business transactions quite complex. 


Economic Effects 


From an economic point of view 
the same set of reasons that are ad- 
vanced in the U.S. for having a capital 
gains tax are the ones that are ad- 
vanced in Canada for not having one, 
a rapidly developing economy in 
which it is possible to make these 
gains. 

The Americans have taken the at- 
titude that if it is possible to make 
such gains regularly they should be 
taxed, Canada has taken the attitude, 
on the other hand, that it is desirable 
for the development of the country 
that these opportunities be left open, 
and therefore it would not be advan- 
tageous to tax capital gains. 

Canada, at present, is accelerating 
its growth by the use of foreign cap- 
ital which is attracted, partially at 
least, by the prize of tax-free capital 
gains in return for the risks involved 
and the vital contribution to Canadian 
economic growth and prosperity. The 
imposition of a capital gains tax cer- 
tainly would not increase the flow 
of foreign capital, and there is con- 
siderable speculation as to its results 
upon the risk funds available, quite 
apart from those from foreign sources. 
(Next month the findings of the 
U.K. Royal Commission on The 
Taxation of Profits and Income relat- 
ing to capital gains will be reviewed 
and a summary of the arguments will 
be recapitulated. ) 









RECENT TAX CASES 


Personal Corporation 

Another decision of the Tax Appeal 
Board was upheld when the Ex- 
chequer Court ruled that a corpora- 
tion controlled by an estate could not 
be considered a personal corporation. 
The company, prior to its 1955 taxa- 
tion year, qualified in every respect 
as a personal corporation but, upon 
the death of its controlling sharehold- 
er, was administered and controlled 
by his executors. The court ruled that 
the term “individual” referred to in 
section 68(1) must be “a natural, liv- 
ing person capable of having a fam- 
ily.” The court felt therefore that the 
estate must be “looked through” to de- 
termine the “individuals” for whom it 
was acting. As the beneficiaries were 
his brothers, sisters, nephews and 
nieces, none of whom would be in a 
position to control, it was ruled that 
the corporation was not controlled by 
an individual or by an individual and 
one or more members of his family. 
“Family” is defined in section 68(2) 
as “an individual’s spouse, sons and 
daughters.” 


The court pointed out that its de- 
cision was not to be taken as a pre- 
cedent that every personal corporation 
ceases to be such on the death of its 
controlling shareholder but that every 
case must be examined upon its own 
merits. It did, however, clarify the 
position of an estate or trust (the con- 
duit pipe theory) in the particular cir- 
cumstances but it is interesting to 
speculate how it would have ruled if 
the beneficiaries or their equity in the 
company were unknown. The court 
also ignored completely section 63(2) 
which states “A trust or estate shall, 
for the purposes of this Act . . . be 
deemed to be in respect of the trust 
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or estate property an individual .. .” 
(Settled Estates Ltd. v. M.N.R.) 


THE LAW 
Registered pension plans 
The “Blue Book” of the Department 
of National Revenue which was en- 
titled “Statement of Principles and 
Rules Respecting Pension Plans for 
the purposes of The Income Tax Act” 
has now been extensively revised, as 
promised some years ago, and appears 
as Information Bulletin No. 14. While 
nothing startling has emerged from 
this revision, it is evident that the 
rules have been relaxed considerably 
and that there is more scope for tailor- 
ing registered pension plans to the 
express needs of the business. Some 
of the more important changes are 
as follows: 


1. Investments of the pension fund 
are no longer restricted to those 
authorized by the Canadian and 
and British Insurance Companies 
Act. Pension funds may now in- 
vest in dividend-paying shares of 
the employer company but not 
more than 10% of its assets may 
consist of such securities. The 
fund may not invest in notes, 
bonds or similar obligations of the 
employer company or of its parent, 
subsidiary or associated companies. 


2. Provision may now be made for 
“variable annuities” although it is 
suggested that many pension plans 
accomplished this by relating the 
pension to the employee's remun- 
eration immediately before retire- 
ment. 


8. Of interest to companies having 
foreign parents is the fact that 
plans instituted and operated out- 
side of Canada will now be accept- 
ed for registration only in the most 
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unusual circumstances. If accept- 
ed, it will be necessary that it be 
underwritten by a Canadian in- 
surer or that the funds applicable 
to Canadian employees be held in 
Canada by Canadian trustees. 


4, “Discrimination” has been elimin- 
ated as a factor in the acceptance 
of pension plans and plans may 
now be established for separate 
groups. Also, pensions may now 
be related to service only instead 
of to service and earnings. 


5. Pension plans may now be estab- 
lished for a particular industry by 
subscribing employers. This will 
enable small firms in an industry 
to institute joint pension plans and 
ought also to provide for more 


mobility of labour. 


Uncollectible proceeds of disposition 


In the August issue it was reported 
that a deduction from income would 
henceforth be allowed for proceeds 
from the sale of fixed assets that 
proved to be uncollectible. The de- 
duction allowable was reported to be 
the lesser of the amount of the debt 
or the proceeds subject to recapture 
and if the property was sold at a 
loss nothing could be claimed. These 
statements were in error. The amount 
deductible is the lesser of the amount 
of the debt or the original capital cost 
minus the amounts collected. This 
means that all such losses are fully 
deductible to the extent that they ex- 
ceed the capital gains, if any, realized 
upon the sale. 


It was also reported, in the same 
issue, that an employee would be sub- 
ject to tax on an amount of $225.41 
in respect of premiums paid by his 
employer for group insurance. Simple 
arithmetic shows that the amount 
should have been $255.41. 

















BY PETER C. BRIANT, M.B.A., C.A. 


Current Reading 


MAGAZINE ARTICLES 


ACCOUNTING 

“ACCOUNTING — Its IMPLICATIONS FOR 

GovERNMENTS, by E. Bryan Smith. 

The Australian Accountant, May 

1959, pp. 266-276. 

This paper reviews in broad outline 
the managerial planning and control 
functions, the accounting function, 
and the related control devices of 
performance budgeting and cost ac- 
counting, with particular emphasis 
upon functions, delegation of author- 
ity and responsibility, and the use of 
standards. The author draws on in- 
dustry experience in these areas to 
point to ways in which accounting 
practices in government may be im- 
proved. 

His specific recommendations to 
improve the planning and control of 
government activities are as follows: 
1. The principle of separation of rev- 

enue and loan funds should be 
discarded and replaced by a classi- 
fication of receipts and expendi- 
tures on a capital and revenue 
basis. 

2. The whole body of central govern- 
ment accounts, including those of 
public undertakings, should be 
properly integrated, so as to por- 
tray a more realistic picture of the 
overall activities of the depart- 
ment or government to which the 
undertaking is related. 

3. Classification of items in all gov- 
emment accounts and financial 
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statements should be made from 
the standpoints of administrative 
and legislative control and social 
accounting. 


4, A consistent and logical basis of 
accounting for depreciation of fix- 
ed assets should be adopted. 

5. Accrual accounting should be 
adopted in government business 
undertakings to focus attention on 
all resources applied to a project, 
rather than on those obtained 
from current cash appropriations. 


6. All government undertakings 
should adopt uniform systems of 
accounting and reporting. This 
would facilitate analysis and in- 
terpretation, and help in the pro- 
vision of data for social account- 
ing purposes. 

7. Standard costs may be used in 
public administration as industry 
uses them in production and dis- 
tribution. 


“A MANAGERIAL APPROACH TO DE- 
PRECIATION AND DEFERRED INCOME 
Taxes’ by Samuel A. Martin. The 
Business Quarterly, Spring 1959, pp. 
28-35. 

This article considers four alterna- 
tive methods of treating depreciation 
and income tax cost, with illustrations 
related to the reports of four Cana- 
dian corporations. While not taking 
a position in favour of any particular 
method, Martin suggests five criteria 
to guide financial management in de- 
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termining which one to adopt: Should 
the maximum capital cost allowance 
be claimed for tax purposes? What 
is the purpose of depreciation, and, 
accordingly, how much depreciation 
should be charged in company rec- 
ords? Is today’s income tax cost the 
amount which is payable currently or 
does it include an amount which 
may need to be paid at an indeter- 
minable future date? Are replace- 
ments and additions to depreciable 
plant and equipment likely to de- 
lay the payment of deferred in- 
come taxes indefinitely? How are 
published earnings-per-share figures 
used in determining the market price 
of stock? 


Where amounts involved are ma- 
terial, the author suggests that a com- 
pany state its policy toward the meth- 
od and amount of depreciation re- 
corded in the books as well as the 
method and amount claimed for in- 
come tax purposes. These amounts 
should be shown both for the current 
year and the total accumulated in 
previous years. The shareholder 
would then have, he believes, all the 
information necessary to evaluate the 
“true” net income of one company in 
relation to another. 


BUDGETING 


“THe CaprraL ExPENDITURE CONTROL 
ProcraM — A SUMMARY OF PRAC- 
tice,” NAA _ Bulletin, Accounting 
Practice Report No. 7, March 1949, 
31 pages. 

Of 80 practice descriptions submit- 
ted by companies on the control of 
capital expenditures, the majority em- 
phasized that the first step in such a 
program is the capital budget. The 
budget, in large measure, they report, 
insures that all objectives of a cap- 
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ital expenditure program will be rea- 
lized. Management must usually 
choose among projects to develop a 
well-rounded and profitable program. 
Almost all projects are desirable to a 
degree and management must ap- 
praise the relative advantages of each. 
The budget is the only opportunity to 
see projects side by side and so evalu- 
ate the contribution of each for fu- 
ture periods. The claims and pro- 
posals made by numerous depart- 
ments and strata of management are 
formalized in the budget. 


The descriptions made frequent 
reference to two-year budgets, and 
five year forecasts were quite com- 
mon. Instances were noted of ten 
and 20-year surveys. 


For the most part, capital expendi- 
ture budgeting begins at the lowest 
levels of responsibility and works 
through management levels to the 
president and board of directors. 
Each level is given an opportunity to 
appraise the proposals for reasonable- 
ness, coordinate the proposals of 
lower levels and to add the projects 
that can be decided upon only at that 
level. As the budget is developed, 
an initial weeding out of low priority 
projects is made. Possibilities for 
equipment transfer are also consider- 
ed. The consolidated budget, repre- 
senting the thinking of many levels 
of management, is then presented to 
a budget committee or executive 
management. 


The second point of managerial 
control offered by a comprehensive 
capital expenditure program is the re- 
quirement that a detailed request for 
appropriation of funds be submitted 
for each project before it is begun or 
before binding commitments are 
made. This requirements is made to 
apply both to projects previously ap- 
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CURRENT READING 


proved in the budget and to subse- 
quent project additions or substitu- 
tions. 


The next step in the control plan 
consists of the issuance of reports 
during the period in which the pro- 
ject is being performed. While some 
companies let one report carry the 
facts to all levels of management, the 
general policy seems to be to have a 
series of two or more reports. 


The final step in a comprehensive 
capital control program is reported to 
be the post-completion audit. On 
this aspect of the program, a wide di- 
versity of practices was revealed in 
the various company descriptions. 
Making no attempt to develop a com- 
posite or general plan for inclusion in 
its pamphlet, the N.A.A. presents 
three practices as reported by the 
companies themselves. 


BOOK REVIEWS 
“Accounting for Oil and Gas Produ- 
cers”, by C. Aubrey Smith and 
Horace Brock; Prentice-Hall Inc., 
Englewood Cliffs, N.J.; 1959; 536 
pages; $8.00. 

In his first contact with the finan- 
cial side of the operations of an oil 
exploration and producing concern, 
the newcomer will be impressed by 
three abnormalities: 


1. The length of time required, be- 
cause of far-flung operations, to 
complete the records for a given 
period. 


we) 


That the financial records contain 
no record of the most desirable 
asset, reserves of oil and gas. 


3. The scarcity of authoritative liter- 
ature on systems of accounts. 


This volume is the product of years 
of experience of trained teachers in 





361 





analyzing and recording the prin- 
ciples which have been developing in 
the industry. Hence, it is stated simp- 
ly and has an abundance of examples 
and charts for effective illustration. 


The authors open with several 
chapters calculated to orient the 
layman to the general economics of 
the industry, giving him’ an under- 
standing of its modus operandi and 
the peculiarities of its language. A 
typical organization of an exploration 
and producing department is set out. 


Thus equipped, the readet is led 
through accounting organization into 
concise, yet thorough, discussions of 
accounting theories and suggested 
systems dealing with all phases of 
the oil exploration accountant’s prob- 
lems. 

Property records and control of ex- 
penditures are detailed, supported by 
charts of accounts and sample forms; 
so are AFE procedures and budget- 
ary controls. Throughout, sugges- 
tions are made as to which of many 
controversial problems of accounting 
practice might best be followed. 
These are documented by a survey of 
the practices of some 60 operating 
concerns of varied sizes. 

S. B. Larne, F.C.A. 
Calgary, Alta. 


“Industrial Accounting,” by S. W. 
Specthrie; Prentice-Hall Inc., Engle- 
wood Cliffs, N.J.; 583 pages; $10.00. 

As the author correctly states in his 
preface, “This book is intended for 
business, liberal arts, and engineering 
students who wish, in a single course, 
to gain an understanding of the prin- 
ciples, processes, and executive uses 
of both general and cost accounting. 
It is a book written for those who 
want to learn rather than to do ac- 
counting.” 
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No previous knowledge of account- 
ing is required in order to understand 
this book. An intelligent high school 
student may read it and gain a good 
basic understanding of accounting 
principles. The first chapter starts 
off easily with the definitions of as- 
sets, liabilities, capital, etc. The next 
12 chapters lead the reader in logical 
steps through journals, general led- 
ger, trial balance, worksheets, finan- 
cial statements, bank reconciliations, 
control accounts, subsidiary ledgers, 
promissory notes, asset and expense 
expenditures and depreciation. As 
he goes along the reader may test his 
knowledge by answering the ques- 
tions and working out the problems 
at the end cf each chapter. 

Everything is explained in non- 
technical language, and the style is 
easy. The book is not intended as a 
reference for industrial accountants 
but, like the reviewer, they may find 
it useful as a means of interesting 
their staff in the study of accounting. 

J. H. Gouen, C.A. 
Montreal, Quebec. 


BOOKS RECEIVED 
LABOUR 
“Labour Unions and the Concept of 
Public Service” by Roscoe Pound; 
published by the American Enter- 
prise Association, Washington, D.C.; 
pp. (viii) and 63. 

Labour unions should be subject to 
duties and responsibilities under law 
for the performance of public service 
just as other monopolies enjoying 
franchises and privileges. 

This is the recommendation of Ros- 
coe Pound, former Dean and Profes- 
sor Emeritus of the Harvard Univer- 
sity Law School, in a study of great 
topical importance. 
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Commenting on the development 
of the idea of public service, Dean 
Pound observes: 

Control of what is today the indis- 
pensable means of performance, namely, 
employment of the labour by which the 
performance of the public service must 
be carried on . . . has come to be and 
now is substantially in the hands of 
strong nation-wide organizations which 
have achieved what now amounts in 
practice to a monopoly. 

He notes that this condition has 
been aggravated in the United States 
by recent legislation establishing im- 
munities of labour unions and provid- 
ing Labor Relations Commissions to 
give effect to those immunities. As 
a result, he says, there is de facto con- 
trol by labour unions of the means of 
performance of public service with- 
out a corresponding legal duty. 

The author adds: “. . . the trade 
unions are strictly operated oligar- 
chies. There is centralized power 
and _ diffused legal responsibility, 
amounting in practice to irresponsi- 
bility.” 

Finding four settled principles for 
legal reasoning in applying the con- 
cept of public service to labour 
unions, Dean Pound points out that 
the adjustment of the situation in 
labour today to rational principles 
does not imply the destruction of 
unions or the impairment of their ef- 
ficiency. “Unions are an institution 
needed in the life of today,” he 
writes. “They are to be preserved 
and fostered as useful, even if we 
cannot treat them as peculiar favour- 
ites of government at the expense of 
the general public interest. What is 
sought is not to destroy or impair 
them, but to fit them into the legal, 
social and economic system of the 
era on which we have definitely en- 
tered...” 
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to new figurework savings 


r @ Even as old frontiers vanish, bold pioneering opens new ones. 


In figurework, for example, unprecedented savings of time and money are now avail- 





| able through the advanced automatic features of Marchant calculators. @ On the 
1 | Marchant Deci+ Magic, touching one key just once sets all decimals automatically — 
5 for the entire problem and the answer. gw On the new Marchant Transflo, illustrated, 
f a unique back transfer key instantly re-enters intermediate answers in multi-step 
‘ } calculations. w And every Marchant calculator gives you complete, step-by-step dial 
2 j proof of all entries, all results. @ New ease, new speed, new savings. Good reasons 
1 ' why... modern management counts on Marchant. 
MARCHANT 
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Alberta 

Geddes, Knebel, Beaton and Mathieson, 
Chartered Accountants, announce the re- 
moval of their offices to 912 Lancaster 
Bldg., Calgary. 
British Columbia 

R. W. V. Dickerson, B.Com., C.A. an- 
nounces the admission to partnership of 
Earle Phillips, C.A. They will practise 
their profession under the firm name of 
Dickerson & Phillips, Chartered Account- 
ants, with offices at 1237 Howe St., Van- 
couver and 662, No. 3 Rd., Richmond. 


W. R. Myhill-Jones, C.A., and W. C. 
Southworth, C.A., announce the formation 
of a partnership for the practice of their 
profession under the firm name of Myhill- 
Jones, Southworth & Co., with offices at 
1664 West Broadway, Vancouver 9. 


Manitoba 

W. R. Corner, C.A. has been appointed 
co-ordinator of data processing for Cana- 
dian National Railways. 

Laird, Sprague & Co., Chartered Ac- 
countants, Brandon, announce the admis- 
sion to partnership of S. A. Dickens, C.A. 


Ontario 

K. H. Ward, C.A. announces the removal 
of his office to 7 Riverview Gardens, Tor- 
onto 9. 

Fisher, Gordon & Co., Chartered Ac- 
countants, and Stern, Sanders & Co., Chart- 
ered Accountants, announce the amalgama- 
tion of their practices which will be car- 
ried on under the firm name of Fisher, San- 
ders, Stern & Nisker, Chartered Account- 
ants, with offices at 67 Richmond St. W., 
Toronto and at North Bay and Windsor. 

J. Patrick Ryan, C.A. has been appointed 
controller of Iron Fireman Manufacturing 
Co. of Canada Ltd., Toronto. 


R. A. Gourley, C.A. has been appointed 
branch comptroller of the Toronto Branch 
of Dominion Bridge Co. Ltd., Toronto. 


Gerald Jenkins, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at Room 52, Fraser Bldg., 53 Queen 
St., Ottawa. 


Hilborn & Co., Chartered Accountants, 
announce the removal of their office to 
Royal Bank Bldg., 8 King St. E., Toronto. 


Quebec 

A. E. Beauvais, C.A., has been appointed 
vice-president and managing-director of 
Donohue Brothers Ltd. 


Percy Auger, C.A. has been appointed 
secretary of Donohue Brothers Ltd. 


W. J. Lawand, B.Com., C.A., an- 
nounces the opening of an office for the 
practice of his profession at Ste. 205, 7200 
Hutchison St., Montreal. 


Greenfield, Nozetz & Co., Chartered Ac- 
countants, wish to announce the removal 
of their offices to 4824 Cotes Des Neiges 
Rd., Suite 42, Montreal. 


OBITUARIES 

We regret to announce the death of the 
following members: 
ALEXANDER GOLLAN CALDER — On 
July 16, 1959 in London, aged 86. He was 
admitted to the Ontario Institute in 1906 and 
was in the wholesale fur business for some 
years. In World War I he was overseas as 
a major in the 142nd Battalion. After the 
war, Mr. Calder spent several years with the 
Income Tax Department before com- 
mencing his own practice. He was made a 
Fellow in 1929 and was president of the 
Ontario Institute in 1935-36. Mr. Calder 
had been an alderman of the City of Lon- 


don. 
Continued on page 366 
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now they 
own it 


commercial credit insurance covers 
the invoice price of merchandise shipped 


When shipment is made—title passes to the purchaser. In place of the 
product there is now an account receivable. It is sound for your clients 
to insure while they own the product ... equally sound to insure when 
their customer owns the product, and owes them for it. American Credit 
Insurance, by protecting accounts receivable, plays a major role in good 
management . .. makes a basic contribution to financial security and 


sales progress. 


SEND FOR BOOKLET on the many advan- 
tages of modern credit insurance. Write AMERICAN 
Crepit INDEMNITY CoMPANY of New York... 
Dept. 45 Montreal, Quebec, Sherbrooke 
Toronto, Hamilton, Woodstock or Vancouver. 





Protect your investment in accounts receivable 


American 
Credit Insurance 


ANY ACCOUNT...NO MATTER HOW GOOD...I/S BETTER WITH ACI 
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ETHELBERT JAMES BENNETT — On 
August 25, 1959, in Toronto, aged 80. Mr. 
Bennett became a member of the Institute 
of Chartered Accountants in England and 
Wales in 1907, the Quebec Institute in 
1913 and the Ontario Institute in 1914. 
He was made a Fellow of the last Institute 
in 1924, For many years he was senior 
partner of George A. Touche & Co., in 
Toronto. Active in civic affairs, he was 
honorary life president of the Canadian 
Corps of Commissionaires (Eastern Can- 


ada) and honorary life member of the 
Toronto and North York Hunt and Eglinton 
Hunt clubs. 


BRIAN MARTIN ABBOTT — In Calgary 
on August 25, 1959, at the age of 42. Mr. 
Abbott enlisted in the R.C.A.F. in 1942. 
He was admitted to the Saskatchewan In- 
stitute in 1952 and to the Alberta Institute 
in 1957. From 1949 to 1956 he was senior 
accountant with Sohio Petroleum Co., and 
in 1956 joined Rio Palmer Oils Ltd. as 
secretary-treasurer. 





INSTITUTE NOTES 


ONTARIO INSTITUTE 


“Canada’s Major Industries”: The Univer- 
sity of Toronto Extension Department is 
presenting a course on ten of Canada’s 
most significant industries, discussing their 
relative importance in the economy, growth 
possibilities, and the factors likely to in- 
fluence their operations. Guest speakers at 
the lectures will be top executives from 
major companies in the industries. The 
course fee is $15 and applications may be 
obtained from the University Extension De- 
partment, 67 St. George St., Toronto. The 
lectures will be on Monday nights com- 
mencing October 5, 1959. 


QUEBEC INSTITUTE 


Lecture Series: The first in a series of an- 
nual lectures to be known as “The Anni- 
versary Lectures of the Institute of Chart- 
ered Accountants of Quebec”, commem- 
orating the founding of the Institute in 
1880, will be delivered at a dinner meeting 
of members and their guests in the Queen 
Elizabeth Hotel, Montreal, on Tuesday, 
November 3. Guest speaker will be Donald 
Gordon, C.M.G., LL.D., D.C.L., chairman 
and president, Canadian National Railways. 
He will speak on changing money values 
and responsibility of accountants. 

Forum Program: Four forums, two in Eng- 
lishand two in French, are included in the 
fall program of the Institute at its assembly 
hall. The first French forum, held on Sep- 
tember 29, dealt with “The Federal Sales 


Tax and the Auditor’s Responsibility in Re- 
lation Thereto”, with Charles McLaughlin, 
C.A., tax manager, Canadian Industries 
Limited, and Louis-Philippe Rondeau, C.A., 
of Raymond, Chabot, Martin, Paré & Cie. 
as panelists. The second French meeting 
is scheduled for November 26. 

The English forums start on October 6 
with William M. Mercer, chairman, Wil- 
liam M. Mercer Limited, and R. S. Whyte, 
supervisor of pension trusts, Royal Trust 
Co., speaking on “How to Get the Most 
out of Your Pension Dollar”. The second 
English forum is scheduled for November 
24, 

Chairmen of the Forum Sub-Committee 
are W. R. Clerihue and R. J. F. Morcel. 


VANCOUVER C.A. CLUB 

Hon. Lester Pearson was guest speaker 
at the inaugural meeting of the 1959-60 
season on September 17 at the Hotel 
Georgia. The newly elected executive of 
the club are Roy Bell, president; Alex Reid, 
past president; Bob Young, vice-president; 
Colin Pew, treasurer; R. B. MacKinnon, 
secretary; Phil Barter, attendance commit- 
tee; Ian Adam, ticket committee. 


SAULT STE. MARIE STUDENTS 

The C.A. students of Sault Ste. Marie 
elected the following executive at a meet- 
ing on August 26: Gerald Collins, presi- 
dent; Laurie Smith, vice-president; Don- 
ald MacDonald, secretary-treasurer. 
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for capital 
expansion 


Many industrial enterprises with good 
prospects but in need of finances will be 
started or expanded this year in a way that 
provides a sound basis for development 
through the financial assistance of the In- 
dustrial Development Bank. 


Information about I.D.B. financing in the fields of: 


¢ Manufacturing © Repairing © Processing 
e Transportation © Construction ¢ Air Services 
e Packaging ¢ Engineering etc. 
can be obtained from your banker, auditor or 


lawyer or from the nearest office of the Industrial 
Development Bank listed below: 


DEVELOPMENT BANK 


Established in 1944 by the Government of Canada to help in fi- 
nancing new or expanding small and medium sized enterprises. 


Vancouver 1030 West Georgia St. 
(el felelay 513 Eighth Ave. West 
Winnipeg 195 Portage Ave. East 


Toronto 250 University Ave. 
London 291 Dundas St. 
Montreal 901 Victoria Square 
Quebec 955 Chemin St. Louis 
Saint John 35 Charlotte St 
lalelihics.< 65 Spring Garden Road 
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——______—— 
SWEETNESS AND LIGHT 


THINKING Man’s PROBLEM 


It is generally taken for granted that 
civilization has improved and refined the 
mental powers of the human race. Through 
education we are all capable of reading vast 
quantities of material on almost any sub- 
ject, and when we turn on the TV we feel 
well-equipped to follow a conversation with 
Adlai Stevenson or pit our wits against 
Bennett Cerf. 


One human faculty which has deterior- 
ated badly since ancient times, however, 
is the memory. For centuries before the 
first word was written, people relied on 
their memories to tell them their law, re- 
ligious doctrine, history and business trans- 
actions. Even when some documents were 
committed to writing, men still carried 
around a deal of knowledge in their heads. 
Many of the books of the Old Testament 
were transmitted orally from father to son 
for generations. In 700 B.C. the bards who 
recited the 24 books of Homer's Iliad at 
royal Grecian banquets often found their 
listeners joining in. In the Middle Ages, 
Chaucer claimed that his lawyer-pilgrim 
in The Canterbury Tales could rhyme off 
by heart every statute on the books, and 
some of them were only slightly less com- 
plicated than the section on business ex- 
penses in the Canadian Income Tax Act. 


Today most of us cannot retain a name 
and telephone number for the length of 
time it takes to complete the dialling, un- 
less we have it written in front of us. A 
shopping expedition for more than two 
items definitely calls for a list, and if it is 
the Christmas shopping list, we must also 
note the names of the people, or we will 
surely forget what relatives and friends we 
have. 

Perhaps we are all victims of a surfeit of 
paper lying around on desks and tables, or 
in pockets and purses. Some of it is cov- 





ered with words, some indecently blank 
and some, the most insidious of all, con- 
tains a few words with ruled lines for com- 
pletion. We travel the daily round from 
report to practice manual to memorandum 
to statement of account and back again 
without ever once being thrown on our 
own resources to retain the data they im- 
part. Our follow-up calendar pads eves go 
so far as to insert a special slip during 
October reminding us to go out and buy 
next year’s calendar pad in case we had 
forgotten that the present year is on its 
last legs. 

Some ingenious people, spurning paper 
assistance, rely on memory crutches, like 
putting an elastic on a car handle whenever 
they have to pick up clothing at the clean- 
ers. One accountant used to put a second 
green pencil in his coat pocket if his wife 
phoned him to buy a quart of milk at the 
store on his way home from work. The 
girls in the office caught on to this and one 
day slipped an extra pencil into his pocket 
after lunch. He could not remember 
whether his wife had phoned or not, so 
playing it safe, stopped at the supermarket 
and made his purchase. He carried it into 
his house concealed under his coat, only to 
find the refrigerator full of milk. Perhaps 
a braver man would have nonchalantly put 
the milk on the kitchen table and dared a 
comment. Suffice it to say that late that 
night after all the others in the house had 
gone to bed, this one took his pussy-cat 
down cellar, and the two of them went on 
a silent milk binge. 


Yet there is every reason to classify him 
as a Thinking Man, like so many others. 
And like so many others, he will tell you 
that the Thinking Man’s real problem 
isn’t knowing the correct brand name of 
cigarettes, but trying to remember to pick 
up a package at the corner when he is 
down to his last smoke. —Jj.V. 
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CLASSIFIED ADVERTISEMENTS 

All replies to box numbers should be sent to 

The Canadian Chartered Accountant, 69 
Bloor Street East, Toronto 5, Ontario 


Closing date is 13th of preceding month 


THE UNITED NATIONS RELIEF and 
Works Agency for Palestine Refugees is 
seeking qualified men for responsible posi- 
tions as internal auditors. Personnel to fill 
these posts are normally recruited at an 
initial base salary of U.S. $5,000 plus $200 
allowance per annum per dependent, plus a 
monthly mission allowance in local currency 
totalling approximately U.S. $2,136 per 
annum for a married man and $1,416 per 
annum for a single man. In the first six 
months an allowance of U.S. $8.00 per day 
for a married man and U.S. $5.00 per day 
for a single man is paid in substitution for 
the monthly mission allowances. An ade- 
quate allowance is also paid during travel 
on duty. These salaries and allowances are 
paid free of income tax. Auditors normally 
spend more than half their time in the 
field missions, in broken periods of usually 
not more than two weeks. The Agency’s 
headquarters is in Beirut and its field mis- 
sions are established in the Lebanon, Syria, 
Jordan, Gaza and Egypt. Please submit 
adequate details of qualifications and ex- 
perience and age and number of depend- 
ents in the initial application, together with 
a photograph, to Chief, Personnel Division, 
UNRWA, Maison UNESCO, Beirut, Leb- 
anon. 


CHARTERED ACCOUNTANT:  Requir- 
ed by Toronto group of mining explora- 
tion companies engaged in Canadian and 
foreign exploration. Would act as chief 
accountant and financial analyst for group. 
Salary commensurate with experience. 
Write giving full details to Box 935. 


A PROGRESSIVE FIRM of Chartered Ac- 
countants requires the services of recent 
graduate. Reply giving particulars of ex- 
perience qualifications and references. Box 
939. 


INTERMEDIATE STUDENT: Small, pro- 


gressive firm in Galt offers opportunity to 
intermediate student for experience in di- 
versified assignments with emphasis on 
statement preparation and taxation. Mod- 
ern, air-conditioned office, salary to be dis- 
cussed. Reply in complete confidence to 
Clifford Luce, P.O. Box 14, Galt. 


PRICE WATERHOUSE & CO. require sev- 


eral chartered accountants for their Mont- 
real and Toronto offices. These positions 
offer excellent opportunities to competent, 
energetic men. Applications, which will be 
treated in professional confidence, should 
contain full details of education, experience, 
age and other pertinent information and be 
addressed to Canada Cement Bldg., Phil- 
lips Sq., Montreal, or 55 Yonge St., Tor- 
onto. 





CHARTERED ACCOUNTANT with small 
progressive practice in Toronto wishes to 
discuss possibilities of merging with sole 
practitioner in similar position. Box 936. 


CHARTERED ACCOUNTANT (27) seeks 
position leading to partnership with prac- 
tising firm in Toronto. Box 940. 








CHARTERED ACCOUNTANT, B.Com. 
degree, broad professional, insurance, mu- 
nicipal and taxation experience requires a 
position. Box 891. 


CHARTERED ACCOUNTANT now senior 
financial executive of large manufacturing 
company would like to return to profes- 
sional practice — either auditing or con- 
sulting. First class professional back- 
ground now broadened by intensive experi- 
ence in business and industry at top man- 
agement level, involving all financial and 
administrative functions. Canadian, age 
48, excellent references. Would be happy 
to discuss any proposal. Tentative enquiries 
in strict confidence. Box 938. 


PRIMARY AND INTERMEDIATE §ssstu- 
dents required by Ottawa chartered ac- 
countant. Reply in confidence stating ex- 
perience, age and salary expected. Box 
934, 


INTERMEDIATE STUDENT required by 
office in South Western Ontario. Reply in 
confidence stating experience, education, 
age and other personal details to Box 933. 


POSITION WANTED: Fifth year student 
with diversified experience (writing finals 
October, 1959) desires position offering re- 
sponsibility and advancement. Box 937. 


JUNIOR OR INTERMEDIATE student re- 
quired by medium sized firm in Vancouver. 
Reply stating experience, age and academic 
history. Our staff has been notified of this 
advertisement. Box 941. 























BARRISTERS AND SOLICITORS 


MACLEOD, McDERMID, DIXON, BURNS, McCOLOUGH, 
LOVE & LEITCH 


Barristers and Solicitors 





6th Floor, Hollinsworth Building - - - Calgary, Alta. 


PITBLADO, HOSKIN & COMPANY 


Barristers and Solicitors 
900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. | 
F 


STEWART, SMITH & MACKEEN 


Barristers and Solicitors ' 


Roy Building - - - a See Halifax, N.S. 


ROSS & ROBINSON 
Barristers and Solicitors 


Canadian Bank of Commerce Chambers - Hamilton, Ont. 


GOWLING, MacTAVISH, OSBORNE & HENDERSON 
Barristers and Solicitors 


88 Metcalfe Street - - - - - Ottawa 4, Ont. 


BLAKE, CASSELS & GRAYDON 


Barristers and Solicitors 










The Canadian Bank of Commerce Building - - Toronto 1, Ont. 


BORDEN, ELLIOT, KELLEY & PALMER 
Barristers and Solicitors 





The Bank of Canada Building, 250 University Avenue - Toronto 1, Ont. 






870 


5 SIRO 


WRIGHT & McTAGGART 
Barristers and Solicitors 


67 Yonge Street - = 2 = = Toronto 1, Ont. 


BEAULIEU, BEAULIEU & CASGRAIN 


Barristers and Solicitors 


Kent Building, 10 St. James Street East - Montreal 1, Que. 


COMMON, HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Barristers and Solicitors 
Royal Bank Building - - - - Montreal 1, Que. 


DIXON, SENECAL, TURNBULL, MITCHELL, STAIRS, 
CULVER & KIERANS 


Barristers and Solicitors 


Bank of Canada Building - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 
464 St. John Street - - -  - = Montreal 1, Que. 
STIKEMAN & ELLIOTT 
Barristers and Solicitors 
505 Bank of Canada Building - - Montreal 1, Que. 
PRATTE, TREMBLAY & DECHENE 
Barristers and Solicitors 


100 Place dYouville, Suite 200 - - - Quebec, P.Q. 


MacPHERSON, LESLIE & TYERMAN 
Barristers and Solicitors 


2236 Albert Street - - - Regina, Sask. 
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LIFE INSURANCE 


MERTON DURANT — ROSS DURANT, C.L. U. 
We offer service based on many years of successful experience. 
Pension Plans, Estates Analysis, Employee Benefit Plans 
THE CANADA LIFE ASSURANCE COMPANY, 330 UNIVERSITY AVE., TORONTO 


JAMES B. RUSSEL, B.A., B.Com., C.LU. 
Estate Planning 


SUN LIFE OF CANADA, 60 VICTORIA ST., TORONTO 


J. MILTON BROWN — J. ROGER FLUMERFELT 
Chartered Life Underwriters 


GROUP BENEFITS BUSINESS INSURANCE ESTATE PLANNING 


LONDON LIFE INSURANCE COMPANY 
200 St. JaMes St. WEstT MONTREAL, QUE. 


SAMUEL LITWIN, C.L.U. 
Estate and Business Insurance Analyst 


SUN LIFE OF CANADA 
Sun Lire Bur_pinc MONTREAL, QUE. 


ELDER, DONALDSON & CROFTS 
Chartered Life Underwriters 


CREATIVE ESTATE ANALYSIS BUSINESS LIFE INSURANCE EMPLOYEE BENEFITS 
Licensed with The London Life Insurance Company 


55 Yonce STREET TORONTO, ONT. 





Blank, per 50 of either .. $1.00 









Inventory 
Blank, per 100 of either.. $2.00 
and 
a Available in English or French 
Liability jp tiiahanle. 
Certificates 





Postage or express collect 






THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 
69 Bloor Street East, Toronto 5, Ontario 
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Northern Flectric 


SERVES YOU BEST 
Nat 
COMMUNICATION EQUIPMENT 
ELECTRICAL WIRES AND CABLES 
ELECTRICAL SUPPLIES 
ELECTRICAL APPARATUS 











The low, sleek profile and sculptured lines tell you—this is new. The distinguished look of 
your letters tells you—this is typing at its finest. The alive, eager response of the individually 
adjustable keyboard . . . the new IBM 13” Quiet-Glide Carriage that ends the crash of 
. . these and 25 other engineering achievements tell you —here is a typewriter 
that can more than pay its way in greater productivity . . . higher office morale. Here is 
the most efficient typewriter ever made. 


carriage stops. 


INTERNATIONAL BUSINESS MACHINES COMPANY LIMITED 
Don Mills Road, Toronto 6, Ontario 
Branch Offices in principal cities across Canada 





